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PREFACE 


This* work is addressed to students of banking, and all who an 
engaged in commercial work in which a knowledge of»banking i: 
necessary, as well as to those who are interested in'confmereia 
education, to whom some information as to banking practice should 
prove of interest. It will also lie of serviee to bank olheials, c«pe$i 
ally those in the early years of their careers. The work is lfol 
intended to be an advanced banking text-book, neither does it 
deal with the methods of any piirticular bank ; but it ^iveg, ir 
as clear and simple a in.inker as possible, the main outlines ol 
hanking practice and the principles of currency. 

Ilu; Authors have had varied practical banking expcrfettoc in 
all its stages, and tliey have dealt successfully with the subjects 
in a.tlioroughly practical mamjjjr, combining clearness of definition 
with comprehensiveness of matter. 

The book will be found extremely useful to candidates preparing 
for such examinations as those’of the Institute of Bankers, the 
Ri'yal Society of Arts, and the London CBtcmbef of Cornrqprce. 

Mr. Bag^iaw desires to acknowledgefcgratefully the assistant!!: 
has derived from Sykes’ " Banking and Currency,”* a work 
to which he frequently referred whiW-writ/ng the section on Banking 
iTirfhe present volume. 
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BRACTICAL BANKING 


CHAPTER I 

BANKER AND CUSTOMER 

Introductory Remarks. 

iM.^pite of the rapid advances which have been made in the scieifce 
of finance, there is still a great deal of misconception in th^mjnds 
of many persons as to the real position occupied by a banket in 
the commercial world. Originally, no doubt, a banker's sole occu¬ 
pation wqs that of a man to whom money was entrusted for safe 
custody, with the added obligation of being compelled to^repay the 
same, or rather an equivalent amount, or some portion thereof, 
when called upon to do so by the depositor or by the depositor’s 
diily authorised agent. But this idea of the limited extent of # 
banker’s business has long been exploded. It is recognised that 
a banker is a dealer, his special stock-in-trade or goods consist¬ 
ing of money and credit; and it is necessary to keep this fact in 
mind to understand the true business of,ban5dng. When money 
is paid into a bank, the banker buys the money and creates credit, 
the customer, as the depositor ts called, being entitled to reclaim 
the amount of his deposit under cerhiin specified renditions, 
and in the meantime to utilise credit which has b#en 
created by the banker. If, on the other hand, the customer 
deposit# with the banker instruments of credit, such as bills ol 
exchange, promissory notes, or cheques? the banket buys the right 
the customer in these instruments of credit, and again, under 
certain conditions, al!ow& the customer^to draw upon hifn for money 
which is represented amount of these instruments. / The 

purchase by a banWt of sdeh instruments as tylls of exchange or 
promissory notes is generally knfiwn by-thOnanieof " discounting.’ 1 
For this part of his bqsiness the banfier usuaijy xhargtes a,certain 
price, or “ discount,” which Will be more H\\f noticed later on, 
md this change forms one of the chi'.f, sources of Ais profit. But 
in modem times the banker is necessarily i person of large’means, 



2 


PRACTICAL BANKING 


and he is ^hereby enabled to grant loans and advances to d«ipabie 
•pitfsons, and for the accommodation granted he charges interest. 
> '[hi» Jast-named part of his business is the one which produces 
the banker’s principal profit, anjj it is the credit create^ by^this 
meajs that enables the business of the world to be carried on un^i 
modern conditions. « Indeed, without such credit as is now existing 
under present banking conditions, the commercial Vorld would ^>e 
at a standstill. 

. • 

The Functions ,of a^Sanker. 

%t is seen, then, that the three main functions of a banker are 
[a] the receipt of deposits ; (6) the discounting of bills of exchange 
ancC promissory notes; and (c) the granting of loans. There are, 
.naturally, many other kinds of business which are undertaken by 
a banker, but the three just named are the principal ones, and it is 
really, round these that the business of a banker is built up and 
maintained. » 

When money is deposited at a bank, it is placed either upor 
current account or upon deposit account. The former is tip 
^account upon which the customer operates by drawing cheques 
according to his needs. Unless the balance standing to the credit 
of the customer falls below a fixed minimum it is not the geqera' 
practice for a banker to^nake any charge for the accommodatior 
granted. The latter is the account upon which the customei 
cannot operate except upon the«terms agreed between himsel 
and the banker. The mpney deposited is only obtainable aftei 
proper notice. Upon this money the banker pays interest to tin 
customer, the amount oj tlfe interest being calculated affording t< 
circumstailfces. There is no fixed custom amongst bankete as tc 
deposit account^. 

As already stated, the business of discounting bills of exchangj 
and promissory notes will l^e fully explained in a fujpre chapter 
and\ie whole question of loans granted by bankers will be Vaatet 
in detail in*a chapttr speci^Ilf devdted to*!hjt«ubject. 
t IWj» sometimes*asserted, that there is a fourth function, of ; 
banker,, viz* tips, issuing of motes. In tanner times it was thi 
cusforg for a bankS }o issjfe note^ir^exchange for gold, and this 
method of busfness wis a qjreation of fresh credit. ‘The banlce 
issued a* document by which he premised, to pay a certain amoun 
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of morfey upon demand, which was passed on by the customer. 
The Banker got*the use of the money, and the customer tradlcl on 
the banter's credit. At one tinge every bank in the Kingdom' 
h*u the right of issuing notes. But this has become, in reality, a 
thing of the past. With a few exceptions, the Bank of England has 
nojv the monopoly of issuing bank notes. This is, however, a matter 
of such great importance that its discussion is put off to a future 
chapter. It may, nevertheless, be stated that in ateturn made 
for July, 1920, the notes in circulation »f bailks otlier Ilian the 
Bank of England were as follows— 

England. ,£162.594 * > 

Scotland.. .. .. .. .. .. 30,125,475 ** 

Ireland.27,366,530 

• 

The total value of the notes of the Bank of England which are 
in circulation averages, in normal times, about £28,00(y)00»; at 
June, 1920, it was approximately £118,000,000. Wien this total 
is compared with that of the other banks, it is clear that, as far as 
England is concerned, the Bank of England does enjoy a practical, 
monopoly in respect of this species of business. 


Deposit Accounts. 

It has just been stated that when money is placed on deposit 
with a banker, it is either on ,a current or a deposit account. 
Naturally the current account would appear to be the one which 
should be dealt with first. But as a matlbr of convenience it w^ll 
be better to discuss the latter before referring in greater detail to the 
former. 

There are always plenty of people who are willing to deposit 
jjioney with a banker, when they, would not hazard a penny in 
spSculation. Money deposited in tlvis manner is really a form of 
investment, ffipve or less‘permanent, add the depositors have no 
idea o! withdrawing their menpy at various times'an is done' by means 
of cheques upon curreiit accounts. Accounts 'of this kind are 
known” as deposit accounts. There is„no necessity, for, a person 
to have a current account with a bank ir. order t«| place his.money 
on deposit, fanks advertise in certain quitters .hat they are 
willing to accept sums of money upon certain terms and finder 
osrtain conditions. JJ the depositor wishes at any time to withdjftw 
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Ms money he must give a stipulated notice to the bank, t tie length 
tf)f Notice varies in different parts of the count»y, the common 
■rule being to require at least se\jpn clays. But a banker jnay makft 
anj^special terms he chooses. In return for the use (A the mijley 
interest is paid l*y the banker. The rate varies according to 
circumstances, especially with respect to the leffgth of notic^, a 
higher rate being payable when the notice requisite for withdrawal 
is a longish period. In' London, however, in the case of the 
custonuRy siven days' notice, it is the usual practice to pay a rate 
<5f interest which varies with the rate of discount of the Bank of 
, En^lapd. The deposit rate is generally 1} per cent, below the 
official minimum discount rate, except when the latter is very low, 
and then the difference is 1 per cent. 

Deposit Receipt. 

A*rccaipt is usually given when money is placed on deposit, and 
the terms of the contract are generally stated upon it, namely, 
the conditions upon which the money is received and the length of, 
•notiA to be given in case of withdrawal. A receipt is in the following 
' form— 

" Not transferable. 

. Repayable on 7 days' notice. 

£■500 

Received of John Jones the sum of five hundred pounds to be placed 
on deposit account. 

*For the X. Y. Bank 

James Smith 

Entered • Manager. 

Whenever i^is desiredtto withdraw money, the deposit receipt 
must be produced, and its production is generally required wheR 
the intercR due upon the ^deposit becomes due. Foj the purpose 
of securing itself t^e bank should al»vays take a specimen pf the 
depositor^ signaftire, aspf’a patmeaf*is i i»ade under a, false or 
fo^ad signature the brfikgr may be called upon to pay thejnoney 
a secqpd tim%, It is imperative that ai depositor who loses his 
deposit-receipt sWSujd gi^i inforn»atjsn of’the fact to the bank at 
the earliest Opportunity. ^Deposit receipts are nth transferable 
docunfents, though they may be^nad^the subject of a dea*th-bed 
gif# if endorsed by the depositor. When dstded to two or mor! 
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persons, tare must be taken to carry out their instructions as t8 
withdrtwal. frh«e should be endorsed on the receipt. itie 
executor o£ a.^deceased joint depositor may give notice to the bank 
not^o pay. 9 # 

Immense sums of money are left with the various banks on 
deposit accounts. * The banker derives his profit out of the transac¬ 
tion by lending the money at a higher rate of interest than that which 
he pays to the depositor. 

Current Accounts. 

The other accounts opened at banks are current or running 
accounts. If we leave out of question the insufficiency of the ooinsd 
money which is in existence, it is impossible to conceive how business 
could be carried on in modern times without the convenience of 
current accounts at a bank. Thousands upon thousands of pay¬ 
ments have to be made every day, and of course there art corre¬ 
sponding numbers of receipts for the same. It is for these payments 
^nd receipts that banks are so absolutely essential to a mercantile 
community. 

Accounts Opened by Bankers. 

When a stranger desires to open an account, a banker will usually 
ask for an introduction from some person known to the bank. 
If the introduction is not given personally, the banker will require 
a letter signed by the introduce!—a business or address card .is 
not sufficient. The banker will, of course^ communicate with the 
introducer, to ascertain privately all that is known about tHe intro¬ 
duced person. If the proposed custoftn# is unable to obtain an 
introductjpn from someone already known to the bank, two satis¬ 
factory references will usually be j^quijed. The custom varies 
iq different banks with regard to,introductions and references; 
but a banker is always very cajeful with whom he opens an account, 
since th»poss?5sion of a dhejpje book l?y an unscrupulous person 
%nay result in the peq^tratfcw otoraucte on a large scale.* 
Signature Book. 

A prospective eustome? is required to enter^is»nafhe in the 
signature book of the bank.*. This is pthoojf, wfticj^ is ktpfc for 
reference in cdSe of necessity, as a baiter is*Ground to know the 
signature of his customer, ^ad is under an oBligation to honShr all 
(Jocuments bearing tflfe lame* provided everything else is in or$er. 
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"The signature book should always be referred to in c*e offensive 
transactions. If the banker pays under the fffgel signature of 
his customer, it is the banker and not the customer ulcyis tl^e loslr. 
Owing to changes in handwriting a prudent banker mould gjt his 
customers to sigi* their names as specimens at more oP&ss lengthy 
intervals. 

Persona} Accounts^ 

If a, customer^ has several accounts at a bank, he may elect to 
A which account any payment in may be placed. Should, however, 
he give no indication of his intention in this respect, the banker may 
pfeeb such payments in to whichever account he pleases. The 
balance at the credit of a partner’s private account cannot be 
retained by the banker against a sum due from such partner's 
firm, unless a signed authority to that effect is sent to the banker 
by thd partner. 

Partnership Accounts. 

Any person who by word or deed leads others to believe thai ue 
is a partner in a firm, or knowingly allows such an assertion to be 
made openly, is liable on any contract entered into with the firm 
upon the security of his name, even though actually he may not 
be a partner at all. A banker, therefore, in all cases, endeavours 
to obtain an acknowledgment in writing of the liability of every 
partner in the firm whose accoun. he is keeping. When the account 
is opened, each partnet will be required to sign the firm’s name in 
the banker’s " signature book," and then it will be necessary tor 
each partner to write bis personal signature, placing after it the word 
“ partner," 

A partnership may nrt cotBist of more than ten par tners n u 
is formed to carry on banking business, or of more than tweptf 
persons id any other clase of undertaking when ti» object is the 
acquisition of gain* Firms having d’larger number'of paftners are^ 
generally controlled by tke Joint-Stock Companies Acts, it may be 
maAiioned that there kra at the present time only a few .private 
banking partaurships in this countryone example being the 
emiuerft backing lv>pseto'f Messw. Child & Co., of London. The 
major portion of tile backing business of the cofintry is # now in 
the hinds of the great joint-stock banks. 

& banker is not bound to make hims'elf acquainted with the terms 
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oi a partnership deed, should there be one. Unfortunately, many 
partnerships are merely verbal arrangements ; and much trouble 
wpuld 'undoubtedfy be avoided if all partnerships were compeTled 
to ’evidenced by deed or writing. Should, however, a firm 
desire a log^-’ie banker will at once require to see the partnership 
deed. 

E^ery partner in a trading firm, unless special arrangements have 
been entered into by them all with the banker, may draw ;gid endorse 
cheques,- accept and endorse bills of exchange^ amWma^e and 
endorspMromissory notes. Each partner may also pledge or sell 
the firm’s ^Vods, give discharges for debts, and bind the firm (as 
well as his partners) by any act, provided it is within the scope *f 
the business* of the firm. He cannot, however, execute a deed, 
which m«gt be done by all the partners. 

At the opening of the account of a partnership, the banker will 
require particulars as to the firm’s capital, the proportjpn irf which 
it is contributed by the partners, and—if possible—the extent of 
their private means. The style of the firm must not be varied with¬ 
out proper notice being given to the banker, who will not pa^ a 
cheque, the signature upon which does not coincide with that in 
his signature book. Thus, if Messrs. " Henry Smith & Co.” opened 
an account 5n*that name, and then consequent upqn, say, a son being 
taken into partnership, the firm’s cheques were signed ” Henry 
Smith, Son & Co.,” and no notice of this had been given to the 
banker, such cheques would not be paid. The private account of a 
partner has no connection with that of his firm, and any-credit 
balance on sue$i private account cannot be%pplied by the banker in 
reduction an overdraft on the firm’s account? The death or bank- 
niptcy of a partner affects only his private account, as far as the 
barker is concerned. » 

1% bind a firm, transactions must bt in the interests of .the part- 
nershipj a»d a Ejhker, thereiorp, will usually not accept partnership 
Cheques or bills of exchange? in reduction of the ^overdraft on a 
partner’s private account'unless the whole t{ansEg#on is irf o rder. 
.Either tie death or bankruptcy of a partner releases his estate from 
liability in respect of any contract made by the firiA^fter the occur'- 
rence'of either of those events. ’ A retiring partner mildt, however, 
inform the creditors of the firm of his withdrawal in order to escape 
liability. Every partli^nin a Arm is liable to the full extent of his 

»—<uj») 
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' means in respect of all debts incurred by the firm in th^ofdinary 
cwjjrse of business. Should, however, a partner make improper use 
of trust moneys, the other partners are not liable for any cqp- 
seauent loss, provided they did not and could not rerftonably be 
expected to kno\^ of the breach of the trust. 

When, for any reason, a dissolution of partnership takes place, 
the banker will stop the firm’s account, and—if the business is fleing 
continued»-will request* the continuing partners to authorise him 
to opep a new ajcount^tind to pass all future transactions through 
it. The banker will also require instructions to charge to this 
new account any outstanding cheques or charges. A new account 
(Jtnftot be opened unless the above authority is given, but the old 
accdunt may be stopped as stated. 

When a* partner retires from a business (as for instance, on 
account of old age), the banker will ascertain what amount of capital 
will be withdrawn, and when and how it is to be paid off. He will 
consider whether the firm is strong enough to withstand the with¬ 
drawal ; as although repayment of capital to a retiring partner may 
be, and often is, spread over some years, what was once capital 
available for the purposes of the firm’s business has now become a 
debt instead, and ranks with the ordinary trade creditors. Jf new 
partners are introduced, and a banker decides to accept the new firm 
as taking over the liabilities of the old firm, the incoming partners 
will be required to give an undertaking that they will accept such 
liability. Therefore, the partners will be requested by the banker 
^o sigri an order to transfer the account of the old firm to the sew 
firm, and to debit the fatfer with all outstanding cheques, etc. 

«. 

Accounts oi Executors and Trustees. 

• » ' • 

Owing to the responsibility which attaches to the knowledge 
of the existence of a trust, a oankerjrrefers to open an account teith 
individuals rather than with exfjufors and <(ffstee» as such. 
Arrangements ace made at the tine the account is opened as to wi*> 
jPuto sign cheques or other instruments*; but if there*is no such 
arr^igeipenj.gny one executor may dea^with the funds of tne estate k 
bqt in the case of trustees, all mpst unite on every transaction. 
Therefore,‘dheque,^ must‘be signed (or endorsed)* by all trustees. 
A hftnker is not responsible in the case of misapplication of trust 
funds if he knows nothing about the* trust..%o that if an executor 
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was to qraw upon the moneys of the estate and place the* proceeds 
to thescredit of Jiis private account, the banker would incqf»no 
liability, provided such private account was not overdrawn. 

Before ttagsferring the balance standing to the credit of a deceased 
customer to his legal representatives, the banker,will require t *see 
the probate of the will (or letters of administration if the customer 
diea without having made a will) from which an extract will be made 
in the banker’s ledger upon the account A the deceased* giving the 
names and addresses of the duly appoint*^ execqfors. • Should the 
executors wish to open an account, the banker takes specimens qf 
their signatures, and—if the account of the testator is not 
overdrawn—transfers the credit balance into their names, If?h4v- 
ever, the account of the testator is overdrawn, the banker will claim 
against the estate for the amount. Sometimes the representatives 
named in a will may require an advance before probate is grafted, 
to enable them to make various payments of an immediate char¬ 
acter. In such cases a banker will sometimes advance the money, 
"but only on the assurance of reputable solicitors, who will be required 
to produce the will showing the appointment of the executors ; 
and the loan will then be made against the signatures of all the 
executors. It may be .mentioned that loans of this description 
would usually be granted in country districts, (where a banker is 
generally in closer touch with his clients, and has a more intimate 
knowledge of their private affairs,(than is the case in large towns. 

A banker has no claim upon a trust account (which would be opened 
in»the names of all the trustees as individuals) against an dVerdraff 
on any one trustee’s private account; ileiftier is a banker in any way 
responsible for the disbursements of the trustees, although he would 
be held liable if a sum were transffirred(from a tn^st account to 
Mepay an overdraft on a trustee's jrivate account. 

Joint Recounts. 

• 

* If two or more persons^ndfkein^partAeij, open 4 bankirljj account 
in their joint names, on the death of on* of *&em the * ba&nae 
belongs to the survivor er survivors. • It often, (jappens,when 
accounts of this nature ’are o^ed, that, the blliker require^ tfie 
parties to sign*a form stating whether'or nt^ upon the death of 
either, Ihe balance shall go tq the s t urvivor. K, however, no ifletruc- 
ttbns on this point af»gtven,»(he effect is as above stated. Before a 
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»urvivor*or survivors in a joint account may deal with any balance, 
the # banker will require proof of death of the deceased person to be 
exhibited; as^ for instance, a death or a burial certificate. Joyit 
accounts are usually so arranged that, upon the deathyf*one frapon, 
th* balance becomes the i)roperty of the survivor, this Being 
especially the case where an account is opened in the names of 
husband and wife. If the contrary is intended, however, the banker 
will take #ich instructions on the form used when the account is 
opened and willjiote tjtb fact in the ledger account. 

Unless special instructions are given as to who may sign cheques, 
all persons in a joint account must do so, and this applies equally 
t$ ad account in the name of husband and wife. If any one or two 
parties wish-to operate on a joint account, then the banker will 
require written instructions signed by all to that effect. 

ComjSanigs' Accounts. 

When a Company proposes to open an account, the banker will 
require production of the certificate of incorporation, and a copy 
of the Memorandum and Articles of Association. When he has got 
these documents, he can learn what the regulations are as to the 
opening of a banking account, the way in which such accojint is 
to be operated upon, and what powers—if any—the Company has 
to borrow money or overdraw its account. A resolution appointing 
the bankers should be passed b}*the directors of the Company, and 
a copy signed by the CJiairman and countersigned by the Secretary 
/and scaled with the official seal) will be required by the banker* as 
authority for them to deal with the Company’s funds. 

Minors’ Accounts.« 

«> 

These accounts are not at all desirable from a banker's point*#? 
view, who, while he may stffely hqnour the cheques drawn % a 
minor on his current account, caayiot recover tin ove»draft. A 
minor rfiay act us an agen. an,d*sigi»eBe^itfs and bills on behalf of 
.Li* principal, who, lnwever, is. only bound to the extent of the 
powers conferred by the authority apptinting such agen 
* '. t 

» '* m O • 

Accounts "of Beamed Womfen. 

A woman married since 9 1st January, 1883, keeps as her own all 
property which belonged to her as at that date, and since acquired 
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oy ner ; and at whatever date she was married, she retains all pr< 
perty acquired b^, or reverting to her, since the above date, •. 
married woman can open a banking account in tyer own name, 
and*d?al wit(j her own property or money without the consent of 
her nusband; and, if she is carrying on a y-ade or business, 
whether separately from her husband or not, she can be made a 
bankrupt. She may act as a partner in a business, and can bind 
the partnership in that capacity. A lfelancc standing to the 
credit of a single woman, of course, rcitipins Igr o\fn jyoperty 
after she is married. On production of her marriage certificate* 
the banker will transfer the balance into her married name, and 
she will then draw cheques in that name. When a widow marries 
again, her account is transferred in the same manner as above 
described. A banker has no claim upon any balance that may 
be standing to the credit of a married woman’s account, shpuld 
her husband’s account be overdrawn, and vice versd* 

Lunatic Customer. 

A banker has no legal authority to refuse payment of the cheques 
of a lunatic customer, until such customer has been officially 
declared to be a lunatic, or a receiver of his estate has been appointed. 
If, hbwever, a person—usually a relative—desires to intervene 
and is willing to furnish a statutory declaration by two medical 
men declaring that the customer is of unsound mind, and also lodges 
a guarantee, the legal authority *may be dispensed with by the 
banker in some cases. 

t 

Agents' Accounts. 

^ When a,customer empowers another to operate on his account, 
he will be required to give the banker^jvrittfsn instructions to honour 
% agent’s signature, and such authority should specify clearly,- 
and in full detail, the extent of^such agent's power. If it is desired 
by the^cuf.tomdt-that the a^eqt,shall have power to operate on an 
Overdrawn account or qbtaftr advances -from the banker, ftiis must 
be stated fn the letter of luthority, othervnsf the/Ustomer Vili jol 
be liable. 

In some cases an agent -is authorised tuaign xneajrin s name, out 
usually is empc#vered to sign per procurttifoncrt,' as—•* 
p.p. John Jones & (M., 

Thofiims Smith. 
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U an agent, without having the necessary authority, teiidorses 
uncgMsed cheques made payable to his principal and pa}*, them 
in to the cred^; of his (the agent's) private account, the principal 
can recover from the banker the amount of such chegues. * * 
tfn agent may qpt delegate his powers to any other person, tinless 
the instrument appointing him expressly pcrrmts of that b^ing 
done. So that a cheque drawn 

per prt. The Coal Mine Co., Limited 
aper p/b. George Wilson, Secretary, 

John Robinson 

• woulj) not be paid, unless the paying banker was quite satisfied 
that John Robinson had full power to draw cheques on behalf of 
the secretary. 

Authorities of principals in favour of their agents are cancelled 
by the.death, bankruptcy, or insanity of the principal, but such 
insanity must be officially declared. The letter sent by a customer 
to a bank authorising the honouring of an agent's signature does 
, not .require a revenue stamp, provided such letter embodies, no 
agreement. 

When persons arc going abroad for a considerable time, they often 
appoint (by an instrument called a Power of Attorney) someone 
to manage their business affairs ; as, for example, drawing and 
endorsing cheques and bills of exchange, accepting bills of exchange, 
and generally to deal with the Account of the absent person as he 
could himself if he weregn esent. The individual appointed is called 
i.n Attorney, who usually.signs thus— 

Edward. Davis, 

By his Attorney, 

' Emcui Jones. 

The Attoi...^ ...ay, however, bign his principal’s name only, p€l 
the abovg is the general method. 

Bankrupts' Accouqtrf. 

.is soon as af'hanker ljnows that a customer lias committed an 
act qf bankruptcy, or receives notice of such bankruptcy, he will* 
at once stop tht 4 aqcouty'. « .• 

Acts of bankruptcy arf, shortly, as under— 1 

(h) Making an assignment /if property in trust for creditors 
generally. 
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(bf faking a fraudulent assignment of property or any part 
thereof. 

m (c) Making a* conveyance which amounts to a fraudulent 
pixferenfts. 

qd) Having, with intent to defeat or delay creditors, departed 
out of England^ or being out, remained out. 

V) Suffered execution on goods, after they have been either 
sold or held by the sheriff for twenty-oipi days. 

(/) Filed a declaration of inability to pay debts, or presented a 
Bankruptcy Petition against himself. 

(g) Given notice to any creditor of suspension of payment. 

(h) Neglected to pay or secure a judgment debt after sarvjpe . 
of a bankruptcy notice. 

Upon receiving notice of an act of bankruptcy having been 
committed by a customer, the position of the banker is this—he 
must not honour any cheques drawn by the customer whiclf are 
presented to him for payment. It is immaterial what is the date 
of the cheques, that is, whether they were drawn before or after the 
acf of bankruptcy. The customer’s business lias, as it were, come tc 
a complete standstill, and his property has become vested in an 
independent person for the benefit of his creditors. If a banker 
pays out any of the money standing to the credit of a customer 
after receiving notice of the act of bankruptcy, he has no claim upon 
the estate in the subsequent proceedings. The entire loss falls 
upon him. 

Paying-in Book. 

When p banker has decided to accept a person as a qpstomer, 
for the purpose of operating upon a current account, he generally 
jjitpplies him with three books—a paying-in book, ^cheque book, 
a*1 a pass-book. The cheque book.'will be referred to in the next 
chapter jn detail. The othe? two boots are briefly noticed here, 
although the first will be referred Jo ag^jn at a hitgr stage. 

The paying-in book vrtiich is u|ually silpglicd by a bank consists 
of a nfimber of slips, with counterfoils’, upon wnich are erittrtSi 
the amounts paid into i!ie bank on any partic)jlJr*ocfasioR, apd 
the planner in # which the amounts arc macte uprnam^y, coin, mites, 
cheques, postal orders, etc. The slips-are k($t by the bank, and 
the counterfoils are yetdfjed by the customer. Whenever a 
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payment*in is made, care should be taken by the custonjei* to see 
that the counterfoil is initialled by the receiving cashier., These 
counterfoils are sometimes useful for reference when an examination . 
of the pass-bodk is made. 

• 

The Pass-Book. 


This is the book which is used for the purpose o. _..ecking*the 
accounts of.a customer, in it are entered the amounts paid into and 











Cash 

• Dr. 

cTash 









1#... 


£ 

s. 

d. 

£ 

s. 

d. 

L 

s. d. 


Forward 

.. 71 

2 

0 




1502 

3 7 

Jugc 16. To 

C. Bailey .. 

.. 1 

2 

1 

21 

3 

4 



• 

IS. Austin 




81 

o 

3 








— 

— 

— 

102 

5 7 

.. 17. „ 

€. Williams 







31 

2 7 

., 21. ,, 

S. Meredith 

i 

11 

1 

21 

7 

4 



,. ;i. ., 

J. Bowen 




19 

1 

1 



• 





— 

-— 


40 

8 5 

,. 23. „ 

C? Kennedy 







19 

1 0 

.. 28. „ 

R. Freeman 







70 

0 0 

„ 29. ,. 

C. Barton 

2 

17 

0 

41 

2 

7 



.. i». „ 

II. Beard 




13 

7 

0 


i 






— 

— 

— 

54 

9 7 

„ 30. „ 

E. Weston 







31 

7 0 


£76 12 2 

July 1. To Balance brought down .. 

£185 

305 14 4 

Dr. 

19... 

June 15. To Ca$h .. 

*• 

Pass 
The Bank of 
In Account with 
'£ >• d, 
8002 3 7 
102 5 7 

17. 

. .• 

31 2 7» 


.# 

40 8 *5 


..* ... 

,. 19 I 0 

.. 26. .. ... .. 

• •• * • . 

*70. 0 0 


^8265. 1 2 


July f To Balance 


275 It U. 

















BANKER AND CUSTOMER 


IS 


withdrawn from the bank. The entries are, in fact, copies «f those 
contains! in the bank ledger, and they are, prim A facie, binding upon 
.the banker, thougfi he is not precluded from showing that silch 
entries tiavS been made by mistake*unless, indeed, ^hc customer 
has itted upoh the faith of them. Similarly a customer may 4>e 
bound by the entries, although erroneous, if he'fails to discover 
them* in due course. It is for the purpose of avoiding serious 
mistakes that pass-books should be made up at least oncc^a month. 
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When a merchant or trader makes all his payments oy cneque, me 
customer will find it convenient to compare the entries in tjie pass¬ 
book with his Cash Book, since they ought lo be in complete. 
agreement. * 

Some bankers head their pass-books as under— 

THE BANK OF ESSEX, LTD. 

In Account with 

MESSRS. JOHN JONES & CO. 

'>• L ». <1. Cr. 

J 9 " 19 l s. d. 

July I. To Balance sno n n July 3. By Selves 20 0 0 
4 „ Casli 100 0 0 

Whilst others head theirs as follows— 


Dr. 
19... 
July 3. 


MESSRS. JOHN JONES & CO. 

In Account with 

THE BANK OF ESSEX, LTD. 

Cr. 

L s. d. 19... £ s. d. 

To Selves 20 0 0 July 1. By Balance 500 0 0 
,. 4. „ Cash 100 *0 0 


In the first example, the bank, being in account with the cus¬ 
tomer, debits itself with cash paid in, and credits itself with cheques 
drawn by the customer. 

In the second form, the customer is in account with the bank, 
so that sums paid in are credited, and cheques drawn are debited. 
The first ruling is the one generally in use at the present time. 

Thcbalance as shoufo by the Cash Book of a merchant or a firm 
ought, in point of fact, to agree with that as shown by the pass-book. 
Any difference between the two balances should be accounted for 
by country cheques paiij in for collection and not yet credited, afld 
cheques givefi out by the customer, but not yet presentedat his bankas 
for paynjent. A merchant’s cashier should, when bringing dbwn 
the balance in the Cash 'Book—w^uch’ is usually done jponthly— 
enter therein VReconcijiitio* Stjtecneqf,” placing the 'balanoc 
as s hown by t/e pay-book firjt, adding thereto the *amount of 


country cheques paid in'for collection }>ut not yet credited in the 
pass-book, an^deducting the amounts of.various cheques given out, 
bul which have n of Vet been presetted at the bank, gnd consequently 
are pot entered in*tjie jfois-book. It may be mentioned that any 
entries appearing in the pass-Book ,h>r fiitprest on loans, cheryie 
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books, etc*, should be entered in the Cash Book on the credit side, 
such entries being (July posted by the book-keeper to the appropriate 
•accounts in the private ledger. 

Th# method of reconciling the passbook and Cash itook balances, 
is clearly shown by the following example— 


•Reconciliation Statement. 
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T t e law with regard to the effect of entries in a pass-book is 
in a most unsatisfactory state from a banker’s point of view.’ If • 
a mistake has been made by a banker in a pass-book entry, he is 
not precluded from rectifying such error; but should the customer, 
acting on the faith of such an entry alter his, position, as, for 
example, by drawing a cheque for an amount which stands to his 
credit according to the banker’s flfitry, the banker is primd facie 
liable to pay the amount; but the true extent of the liability 
apparently depends upon the circumstances of the case—«a most 
unfortunate and unsatisfactory statemetit^jf the true legal position* 
Qn the other hand, where a customer has acted in such a<rnanner 
as to have been guilty of negligence jg regards the account, and as 
^ result the banker’s position has, been adversely affected, the 
decided cases seem to make 4 clear*that the banker isjiable for 
consequences arising out of .such negligence. In view of the 
Unsatisfactory state of affaitt*andiof the importance of hiving the 
pass-bopks carefully and correctly written} up, 0 S^ banker* should 
give particular attention trs pass-books which have not beep brought 
into the bank for some time; .and when pass-books are allowed by 
customers to remain in a bank for a long period, it 'is advisable 
to hand them out as opportunity offirs. Every banker should 
dim at having as fr&.aAarc’ufation of pass-books as possible. 
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Som» banks have a system by which their customers verity and 
agree the balance as shown by the pass-book, thus placin&matters 
onti satisfactory basis. At the end of every half-year (or quarter)' 
the banker, wtien sending the fustomer’s pass-book will Slso forward 
a printed form on the following lines— 

The Bank of Ifcsex, Ltd. 

100 Lombard Street, London, E.C. 

19... 

Dear Sir f>r Madam), 

I big til advice you lhat the balance of your account with this 
J3ank as on 30th ult. was £450 10s, 7d. in your favour. After you 
have examined your pass-book, I shall feel obliged if you will kindly 
n*the form at the foot hereof and return it to me, when your paid 
cheques will be delivered to you. If your pass-book has not been 
balanced, lciudly forward it to the Bank at your earliest convenience. 
Yours faithfully, 

(Signed) John Brown, 
Manager. 

To .the Bank of Essex, Ltd., 1 

100 Lombard Street, London, E.C. 

I acknowledge that I have examined my banking account up to 
and including 30th June, 19. ..and that the balance of £450 10s. 7d. 
in my favour is correct. 

Y^iirs faithfully, 

Paid cheques are the property of the drawer, but the banker 
before delivering them up to the customer is entitled to take a 
receipt. Some banks retain the paid cheques, whilst others sur¬ 
render diem on the c((stonier signing a declaration that the balance 
as shown by the pass-brok is correct (see specimen letter above). 
It is the usual custom of London bankers, however, to place the pa«P 
cheques is the pocket of the pUss-boqk, so that the customer receives 
them on each occasion that the book-is made up and*hand«l Jo him. 

The 1(6 gal Positions 

“Til the present chapter,-so far, it has been taken for granted that t 
the whole pdslti^n to by discussed is the simple relationship of 
banker andi eultoiwjr as to opetiing an account gnd dealing in 
moneys deposited by the* customer with the banker. In' order 
that the various chapters which follo^-may be clearly understood* 
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mcic <uc« icw points connected with the legal position of the parties 
which ojfght to be thoroughly well understood as a preliminary. 

■ JJeblor and Cudttor. The relationship between the banker knd 
his ciietbmer—and a customer may be*defined as any person who has 
some sort of an account, current or deposit, with the bank, or w&o 
is irnsome similar relationship towards him—is that of debtor and 
creditor. The banker is not a trustee of the moneys deposited 
with him by his customer, otherwise he wiJuld have to recount for 
all profits made by him in the course of his business whc» using the 
moneys of his customer. The banker is under an obligation to pay ,i 
what is due by him to his customer according to the special terms' 1 
of the contract entered into between them. To impose upan a 
banker the responsibility of trusteeship would make modern banking 
an impossibility. • 

Statute ol Limitations. It follows naturally from the fact that 
the relationship of banker and customer is that of ^debtSr and 
creditor, that the Statute of Limitations applies to their contracts 
as ^ell as to any other. No creditor can claim a debt from the 
person who owes it after six years have elapsed since the debt liecJme 
due, unless, in the meantime, there has been some acknowledgment 
in writing by the debtor of indebtedness, or unless there has been 
some payment on account, or for interest. Therefore, if a customer 
leaves a sum of money with a lumber for six years and has never 
operated upon it in the incantinA, the customer cannot legally 
claim the money. It is not the custom, however, of English 
bankers to assert their legal rights. It is tfieir general practice not 
to inquire for claimants to funds which have thus become legalljf 
their own,• but at the same time they never insist upon th^ir strict 
rights under the Statute of Limitations a# against claimants who 
%iake good their claims. , * 

freedom of Contract. Although the practice of bankipg is well 
established, antj the lines to!J»wcd by /lie principal bankers are 
Hairly uniform, there is Clothing toq>rev«nt a banker entering into a 
special contract with his customer; and in.the absence of fraud, 

, misrepresentation, or duress, the terms of the contract will be heU 
binding upon the customer. 



CHAPTER II 


CHEQUES 

Introductory* Remarks. 

It has been stated that when a customer opens an account with a 
banker, hp is generally Supplied with three books, (1) the paying-in 
book^whfch is^o be a Accord of the various amounts paid into the 
bank ; (2) the pass-book, which is to be a record of all the trans¬ 
actions in connection with the current account between the tanker 
jmtt the customer; and (3) the cheque book, which is a book con¬ 
sisting of slips (with counterfoils), upon which the customer writes 
out his oAlers for payment addressed to the banker. Each bank 
has a distinctive cheque book, and it is. desirable that a customer 
should use jio form other than that which is supplied by the banker. 
It is quite legal for a customer to use an ordinary sheet of paper on 
which to write out a cheque; but such a course gives unnecessary 
trouble to the banker. If he does so, the customer must affix a 
twopenny stamp (or two penny ones) and he must cancel the stamp 
or stamps by writing his signature across. It is the stamp-which 
often creates a difficulty. It is a common fallacy that if a document, 
which purports to be a cheque, is issued unstamped, any holder may 
affix an adhesive stamp andViftcrwards cancel it. No person, 
other than the drawer, is entitled to affix and cancel a stamp 
except* the banker to whom it is presented for payment. The 
latter may do so and tidin'debit his customer with the cost of the 
stamp* 

Form o! Cheques. 

The various banks issue/cheque books, and the general form 
of the documents does n&t differ njuclf from the following— 

London, ' « 

20 th August, 19... 

Tflfi BANK OF ESSE^, LIMITED 
* * lfX) Lombard Street, London, E.C. 

PAY 'Thomaa^Witliams ‘ • or Order tly: sum 
of Forty pounds sejen shtik'ngs. 

£40* 7 0 Evan 

£0 
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In this ttyeque Evan Davis is the " drawer," the Bank ol Essex, 
Ltd., is, the "drawee,” and Thomas Williams is the "payee.” 
•WJien the latter places his name on the back of the cheque he is 
term^i•the'" endorser." In the abdve example, as the cheque is 
one t% ” order,* Thomas Williams must endorse it (i.e., sign his name 
on ^he back) befqfe receiving the cash ; and if* the cheque was 
crossed, he would still have to endorse it before paying it in to his 
account. All order cheques, therefore, nn#st be endorsed by the 
payee. In the case of bearer cheques, however, no endiysement is 
necessary; so that a cheque drawn as under wi!l*not require the , 
endorsement of Thomas Williams. 

London, 

20th August, 19... 

THE BANS OF. ESSEX, LIMITED, 

100 Lombard Street, London, E.C. , 

PAY Thomas Williams _or Bearer 

the%um of Twenty-five pounds eight shillings. 

£25 8 0. Evan Davis. 

It follows that bearer cheques—especially if uncrossed—arc not 
without a considerable clement of danger; as if one was lost, th< 
finder could, if he wished, obtain the cash merely by handing tin 
cheque over the bank counter, provjped, of course, that the customc: 
had not previously communicated with his banker, requesting him tr 
stop payment of the lost cheque. It may Hie noted that tl|£ Loca 
Government Board will not sanction any cheques under its contro 
to be draum payable to bearer. • , 

* Cheques are payable either to “ order ” pr " bearer,” as we havi 
already noticed; but if neither word is given aftei* the payee*! 
nalhe, then the cheque is taken to he one to ” order ” ^providec 
there are no Words prohitfiting transfefy and consequently, tin 
^rayee must endorse. ^houldS.the $>ayo%of a chtqye be arfictitiou' 
or non-existing person (e.g., Robinson (Yqsoe, or any deccasec 
. person), then such a cheque may be treated as payable to bearef 
Also cheques drawn in .which the payee is ” IJenf,” * Gcfcds* 

“ Wages,” “ Expenses,” or anytfiing similar, jfee oft** considtted 
as payable to bearer, and as such requijdno^rtidorsement; Jrut it 
appears that bankers jpmn draw a'distinction between “ fictitious ” 
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and "impersonal" payees, and demand that when a, cheque is 
drawn in any of the above forms (».«., payable to “ Kent," “ Goods,” 
" Wages,” " Expenses," etc.) it should be considered as a cheyu* 
drawn to the order of the drawer, requiring, a£ stfclj, the 
endorsement of the drawer. 

Either the payee or the drawer may alter a ch#(,^ ...._ 

order by ruling out the former, and writing in the latter word; 
but only.thc drawer may alter an order cheque to bearer. All 
alteration* in a chequ* must bear the initials or signature of the 
drawer, and if there is more than one drawer (as for example in a 
‘joint account) then all should initial or sign any alteration. It is 
the*custom of many banks to accept the initials only of their cus¬ 
tomers as confirmation of a material alteration in a cheque; although 
it should l*e noted that for several years the Council of the Institute 
of Bankers has pointed out the ri^k of accepting initials instead of a 
signature in this connection. 

Date of Cheques. 

Jf a cheque is undated, the Bills of Exchange Act of 1882 petmits 
any holder to fill in what he believes to be the true date ; but no 
alteration in a date can be allowed unless bearing the initials of the 
drawer. A cheque may be dated on a Sunday, and may also be post¬ 
dated, that is to sny, may bear a date subsequent to the day on which 
it was actually issued. A banker who inadvertently pays a post¬ 
dated cheque incurs no penalty, but he cannot debit the amount to 
his customer’s accouuGuntil the actual date on the cheque arrives. 

, When post-dated chequej are presented to a banker they are returned 

unpaid marked " post-dated." 

• • 

Endorsements. 

A cheque* originally payable to order may become payable ^ 
bearer Ijy endorsement. Turning, to the example of the ofder 
cheque for £40 7s. Od. we have sqen that it will be neqessary for 
Thomas WillkynS to endorse it,,«md jvlicn this is done the 
cheque 1 is thenjpayablp fo bcareii. Immediately, therefore, Thomas 
Williams^endorses the cheque, it may (je passed on from hand to, 
hand by mere, delivery,! and, being, payable to bearer, no further 
endorsement#, are rtkjui/ed. WhSn Thomas Williams signs hi^ name 
on tljp back of the^Jieqfle, it is said to be " endorsed in bifink.” 

Either the payee or any subsequent' holclepmay convert a blaak 
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endorseitiqpt into what is known as a " special endorsement*” or an 
endorsement in full. In the above named order cheque, we will 
assume that ThomdS Williams has endorsed in blank, and then gi$en 
the cheque-—by mere delivery as it ffi now payable to bearer— to 
Georjfe Johnsofl, who in his turn transfers it (for value) to Edwittd 
Wilson. Now if Johnson wishes to obtain the endorsement of 
Wilson, the former writes above the blank endorsement of Williams, 

Pay to Edward Wilson of- Order 

* 

and Wilson must endorse the cheque before he can rtjceive tn§ cash, 
or obtain credit for the amount through his banking account,* 
according to whether the cheque is uncrossed or crossed., A 
transferee should see that an order cheque is duly endorsed by tint 
transferror, in order that the title of the former may be completed ; 
for, without the latter’s endorsement, the transferee would have 
to restore the cheque to the true owner, if the transferror’s title #as 
afterwards found to be defective. Provided, however? the trans¬ 
feree takes the cheque by the endorsement of the transferror, the 
former has a good title to the instrument, unless it is tainted with 
forgery. 

Occasionally a cheque is endorsed as under¬ 
pay John Brown only 
Thomas Williams. 

This is what is known as a ‘‘restrictive endoiccment," and there is a 
clear indication that a further transfer of yie cheque is prohibited.. 

Any person who endorses a cheque makes himself liable for its 
amount to *a subsequent endorser, should it fre dishonour c3 ; but 
liability may be practically negatived tiy pfacing the words " sans 
refcqprs," or the more usual form ’’^vithout recourse,” after the 
qpdorser’s signature thus— 

J 

ThoiSaE Whlia*s 
Without recourse. 

• ' 

Endorsements of this description do not otten occig, and the/ aro 
used generally \tfhen the endorsed acts as 'an /Igent kt passing a 
cheque from the endorser prior to him, to'the # person to whqfn he 
(the agent) endorses it 4 


a—«3*> 
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The • above-mentioned methods of endorsement t may De 
conveniently summarised as under, namely— 

Endorsement in blank THOMAS WILLIAMS 

• a 

Special endorsement, or Pay to Edward Wilson or' girder 
an endorsement jn full Thomas Williams. 

Restrictive endorsement Pay John Brown dfily 

Thomas Williams. 

Qualified endorsement Thomas Williams 

Without recourse. 

If a cheque is payable to the order of two or more persons who 
;ye*iot partners, all of them must endorse. As regards dividend 
warrants in favour of joint payees, it is customary for the paying 
banker toercqnire one signature only in discharge of the warrant. 
If the payee’s name is wrongly spelled on a cheque, he should 
endorse it using the same spelling, and then write his correct 
signature underneath. 

Endorsements in pencil are not illegal, but a banker would not 
c paA; them as they might become illegible. * 

Sometimes cheques are drawn in the following manner— 

Pay f Richard Bailey_or Order 

| t A/c Edward Pearce 

The payee only will be required to endorse such a cheque, and no 
other words should follow his Signature. 

No titles of courtesy.should be given in an endorsement, e.g., a 
f chequtf made payable to Miss Elizabeth Hunter and endorsed " Miss 
Elizabeth Hunter” wofihf not be paid, as this is no signature. 
But a‘-cheque payable to the order of "Captain John Baxter” 
would be pjjid if endorsed-’-, 

John Baxter, 
i Captain., 

Similarly a cheque payable to the order of “ Dr. Henfv*Gray ” 
would be duly paid were it endorsckl, 

Henry Gray, M.D. 

The§e descri^tiqns, however, are not necessary, and may be omitted 
frrim the endorsements. It is nol essential that Christian napies be 
written in full in aft endbrsement, but the initials must agfee with 
those of the Christian names a $ givefr on the face of the cheque 
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For dkqmple, a cheque payable to the order of " Richard Henry 
White 'jinay be endorsed in any of the following ways, namely— 

* R. H, White, , 

% or Richard H. White, 
or R. Henry White, 
or • Richard Henry White. 

In the case of an endorsement made by, means of an impressed 
rubber stamp, the paying banker cannot possibly te$ whether 
the stamp has been affixed by proper authority, afld he woflld not 
pay the cheque unless the endorsement was guaranteed by tin? 
banker who presented the cheque for payment. • . 

A payee who cannot write should make his mark in the presence 
of a witness; and such witness should preferably not b« an officer 
of the bank, e.g .— 

his 

Henry X Brown 
mark 

Witness—George Jones, 

362 Cheapside, 

London, E.C. 

The mark of an illiterate drawer of a cheque shoul^ also be attested 
in the same manner. 

In the case of a cheque payable do a deceased person, any one 
executor (or an administrator) may endorse, thus— 

’ For Robert Smith 

John Robinson—E xecutor ) 

For seff and co-executors of Robert Smifli j 

In the case of trustees all must endofse, whether under a will, a 
Jee<}, or as trustees in bankruptcy, under a will— 

Fr,r Robqpt Smith . * * 

' John Bro^vn ’ 

EdwaJid Green 
James Black 
John wAite 

A cheque payable to " Messrs! Jackson " mairtw enflArsoH 
' Jackson & Son, 

or Jqpkson brothers. 
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or E. & T. Jackson, 
or Jacksons. 

A cheque payable to a limited company may be endorsed as— 

* The,Coal Mines Company, Ltd., 

or For the Coal Mines Company, Lt4, 
or On A/c the Coal Mines Company, Ltd., 
a* Per pro. the Coal Mines Company, Ltd., 
of Foj and oif behalf of the Coal Mines Company, Ltd. 

?n the last four examples the endorser should state his official 
igpatity—generally the Secretary has power to endorse cheques, 
fn the first example, it is not absolutely necessary but is certainly 
desirable, tfiat the person writing the name of the company should 
also,write his own name and official position, but this is not impera¬ 
tive. So logg as the name of the Company has been written by 
authority, the legal requirements arc satisfied. 

Procuration signatures are not accepted on dividend warrants in 
any'casc. The warrants must be signed by the person to whom they 
are made payable. With regard to procuration endorsements on 
cheques, most banks will pay without comment, whilst others will 
require the presenting banker to confirm the endorsement. The 
signer of a procuration endorsement must write his ordinary 
signature—initials alone are not'sufficient. 

When a person pays an order cheque and omits to endorse it, 
his bankers may endorse the cheque— • 

“ Placed ?o ‘credit of payee with us,” 
followed by the bankVstainp and the signature of a signing officer. 
In some casjs, howeverpthe Junker on whom the cheque is drawn 
will, before paying it, require„the presenting banker to endorse it 
thus— * ' , 

" Endorsed by order of and plaqetf to the credjt of payee with 
us.” 1 ' 

_ An endorsement may be written on the face of a chequb, but this 
would be a most unusual procedure. A paying banker (who cannot 
possibly know the signatures of his customers' clients) is not liable 
should he pa$ a cheque bearing a fofged endorsemest. He nptices, 
of course, that the names upon the face of the cheque and on tHe back 
agree, and that the endorsement, as far* as 'caoffie seen, is in orders 
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Stopping Payment. 

The (Jrawer of a ^heque is the only person who may stop paynjent. 
•Vflien it i^necessary to stop payment of any particular cheque, a 
lettef should be sent to the banker as under— 

26 / 1 * August, 19 ... 

TheqManager, > 

The Bank or lcsscx Ltd., f 

100 Lombard Street, London, E.C. 

Dear Sir, • 

With reference to my cheque No. ' 72814 dated 31st ult. fo& 
£250 in favour of the Coal Mines Company, Ltd., please refuse 
payment of this cheque should it be presented fo you. • 

Yours faithfully, , 

(signed) George Johnson. 

When received at the bank, this letter will be handed to the ceslflers 
who, after noting the particulars on their list of stopped cheques, 
will pass the letter on to the ledger clerk so that a note of the stop 
may»be made on George Johnson’s account in the current account 
ledger. After instmetions have been received not to pay a cheque, 
the banker will be liable should he inadvertently pay it. It is not 
at all necessary to stop payment of a cheque because the payee has 
become bankrupt. 

Most bankers would probably not act on telegraphic instructions 
to stop payment, as it is difficult to tell whether the customer was 
the actual person who sent the telegram. She practice of jankers 
on this point varies ; some will accept siyd* nolice, whilst others will* 
not. 

Lbst Cheques. 

• If the payee selects the method by. which a remittance is to be 
made, any loss will fall upon Jiim. The,holder of a lost cheque 
may apply to th8 drawer for the issue of a duplicate, and the drawer 
cfcnnot refuse to give one* although lie calk demand hum thetiolder a 
satisfactory indemnity covering such lost cheque. .VJ/hen a theque 
,js lost, the loser should communicate with all those wjip a^: parties 
to it, and also request the drawer to stop pigment, «jOn the drawer* 
issuing^cheque in place of one that is lost, he shffuld wide the word 
" Duplicate " thereon, and also send a letter try flic banker aduieing 
th»t a cheque marked*" Implicate ” (giving other particulars 
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such as* amount, etc.) has been issued, which is to ba paid on 
presentation. # , 

If a chequq not crossed " not negotiable ” has been ^Jost, an(L-a- 
finder obtains the cash for it without forgery if a payee has 
endorsed in blan^ and the cheque is therefore payable to bearer 
requiring no further endorsement) any person whe takes the clique 
honestly and gives value for it can compel the drawer to remove 
the stop. •The drawer ifl such a case must recover under the indem¬ 
nity, i{ hc’has ijsued a duplicate ; otherwise he must bear the loss 
himself and endeavour to trace the finder. 

When a person finds that a cheque is missing from his cheque 
hooff, or that the book itself has been lost or stolen, immediate 
notice—with full particulars—should be given to the banker. 

Crossed Cheques. 

■fhe^ractice of crossing cheques originated in the United Kingdom, 
and is slowfy being adopted by the continental banks. It consists 


(a) General Crossings. 



of drawing 'two pVallel transverse lines, or writing the name of 
a backer, across try; fact of a cheque. The words “ & 'Co.” are 
sometimes written between the lines' but yds is not essential, the 
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lines only .being quite sufficient. The banker upon whom »crossed 
cheque js drawn may not pay cash over the counter to the payee, 
JlDt must jay the amount to another banker. Crossings are of 
two kinds, namely, General and Special. 

IrTthecase of cheques bearing any of the general crossings as abcAe, 
the amounts may^re collected by any banker. As crossed cheques 
can be traced with comparative ease, and considering the great risk 
a thief would run in passing them, all cheque*; should be crossed when 
sent by post. As shown, the words " A^: payee only*” may be 
written in the crossing, the object being that the collecting 1>anker 
shall place the proceeds of the cheque to the credit of the payee’? 
account. Although there is no provision in the Bills of Kxdmngc 
Act, 1882, regarding the words "account payee," they have 
received judicial notice on several occasions. In a cJse decided 
in 1907, the judge said that " to disregard a direction of that kind, 
if the banker had information which might lead him to think that 
the account into which he was paying the cheque was. not the 
payee’s, would be negligence ” ; and in a later case, it was decided 
that a banker is guilty of negligence towards the drawer of a cheque 
crossed " account payee only ” if he opens an account for the 
person presenting the cheque and collects the money for it without 
making any inquiries. 

As an additional safeguard, the words " not negotiable ” are 
sometimes written adjoining the crossing. These words should 
be written in close proximity to the crossing (see example) and not 
at the top or along the bottom of the cheque. A short explanation 
of negotiability may here prove useful.* * 

A negotiable instrument is one which, if transferred to a holder 
who gives value for it, and takes itjiomatly, in good faith, and 
without knowledge that it has beep acquired in a dishonest manner, 
becomes the property of the jiolder? Let us take the .matter a 
little further. A person stole a .Bank of fengland note and a postal 
trrder, and a tradesman^>ave ih e thief cash for tiler*, being*unaware 
that they*had been stolen. 'On .the discovery of the theft, the 
. instruments were traced tv the tradesm^ft. Now a bank note is a 
negotiable instrument, and therefore, as* the tradesman took ft 
honestly and without knowledge df the theff, hrrtan retain it agamst 
the rightful owner. The postal order is x f ‘ njf negotiable ” instru¬ 
ment ; and a person .who tikes one honestly and in good faith has 
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no betttr title than the person from whom he received it jufd. The 
thief had no title to it, therefore the tradesman has nyne, and 
woflld have to make good the amount to the rightful owner. BriefJjv 
then, in a negotiable instrufnent an innocent holder who«gives 
virtue can obtain a good title through a thief, but Obtains no title 
whatever througfi a thief in the case of a not negotiable instrument. 
Now we can see the additional safeguard secured in crossing a cheque 
"not negotiable." A Cheque (unless it be crossed " not negoti¬ 
able ”) is«a negotiable •instrument, and consequently a good title 
can be secured through a thief. 

* The drawer, or any holder, may cross a cheque generally, but only 
the drawer may cancel a crossing. If the payee, for instance, wishes 
to obtain cash in respect of a crossed cheque, he can request the 
drawer to tancel the crossing, which the latter will do by writing the 


(b) Special Crossings. 



words " Pay fash ” aerdss the top of the cheque, followed by his < 
signature. Thi* " openkig " of crossed cheques has of late resulted 
in some frauds beiftg pdrpetrated'upon banks, by thieves whp have 
stoleq, cheques frorfc lett'en boxes, written the words " Pay Cash " 
upon them, and forged the drawer's 'kignr.tyrc or initials. At the 
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present fiyie bankers are exercising the strictest possible care with 
regard to cheques that have been " opened,” and it may be noted 
il$t there is nothing in the Bills of Exchange Act to sanction*the 
opening of a cheque once crossed. This practice of Writing “ Pay 
Cash'’ across a*cheque has the sanction of mercantile custom only. 

a safeguard ^gainst the amount for which a cheque has been 
drawn being increased by the insertion of other words and figures, 
the crossing is sometimes accompanied by tfie words “ Uyder Fifty 
pounds " or “ Under one hundred pounds^’ and so on.» 

In the examples of special crossings, given on the previou? page, 
it will be seen that the name of the collecting banker is inserted* 
and the cheque cannot be collected by any other banker thaiuthe 
one named. The " not negotiable " crossing, ami the effect of the 
words " A/c payee only ” have been respectively dealt With briefly 
under the heading of General Crossings. A cheque crossed specially 
to more than one banker, would not be paid by the bank oivwliich 
it is drawn—-unless one crossing is that of the clearing agent of the 
bank named in the other crossing. 

Bankers' Marks on Cheques. 

It does not follow that every cheque returned by a banker is 
returned for want of a sufficient sum standing to the credit of the 
person who drew the cheque. Frequently a cheque is returned 
because of some irregularity in the endorsement. For example, 
if a cheque made payable to “ Anne Jones ” was endorsed " Ann 
Jones,” the banker on whom the cheque was drawn would return it 
with the words “ Endorsement irregular ’* written at the top left-’ 
hand come*. A cheque payable to ” H. R. Brown ” and endorsed 
*‘*R. H. Brown ” would also be returned wi|h the same notification. 
When a cheque which a customer has wrongly endorsed is returned 
to 'him, he should write the cojrect endorsement and pa^y in the 
cheque again t« his account. Jn the afrove two examples, it is 
Sbvious that the cheques woyld sot b* dishortoujed, bu* merely 
returned so that the payee could endorse Erectly. The following 
is a list of the usual markings on chequed returned "by bankers. 

" Refer to Drawer ” (usually, abbreviate R/D), 'iTiis mark on 
a cheque is made by a banker \vhen the’accSUnt erf’the draper 
does not warrant the payment of the cheque.^ ‘The banker jp < this 
way refers the holder^oithd" cheque to the drawer, and the latter 
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oust then settle any difference that may exist, betw^rt himself 
tnd any party to the cheque, however it has arisen. 

* Not sufficient " (usually abbreviated N/S).* This answer shqjw. 
hat the draper has some mSney at his credit, but not a sufficient 
imoimt to cover the cheque presented. A banker liever statfs the 
imourit of the deficiency, nor will he divulge misinformation (jfi the 
ubject, for the holder of such a dishonoured cheque, were he to 
tscertain the amount df the deficiency could pay in to the account 
>f the drawer a sufliciijnt sum, and then present the cheque again, 
vhen’the banker would be bound to pay it. There is no such 
king as part-payment of a cheque. 

"•Post-dated.” A cheque is post-dated when the drawer (either 
incidentally or intentionally) places a date upon it subsequent to 
he actuaMate upon which it was drawn. A banker seldom pays a 
lost-dated cheque inadvertently, but should he do so, he cannot 
le 6 it«the account of the customer who drew the cheque until the 
ictual date arrives. Post-dated cheques should be held over until 
:he date they bear ; to pay them in before the true date only results 
ii *tlie banker on whom they are drawn returning them marked 
' Post-dated." The issuing of post-dated cheques is an artifice 
lomctimes resorted to by the drawer in order to gain time, but it 
mly has the effect of weakening his credit. 

" Effects not cleared." In this instance, the customer has paid 
n to his credit certain cheques which have not been “ cleared ” at 
:he time the dishonoured cheque was presented, i.e., the cheques paid 
m havf not yet been honoured by the various bankers on whom they 
tvere drawn. Evidently Wie banker, by returning such a cheque 
las viqry little confidence in his customer, as he will noi permit him 
to draw against “ unclojired ” cheques. Very often the words “ Pre- 
icnt again " me added when a cheque is returned by a banker markad 
" effects not cleared.” A dishonoured cheque may be re-preseRted 
is often as is thought necessary, qnd a banker sometime makes a 
small oharge for 1 re-pres#ntatipn. .The qustomer may, lioweva, 
ieclin* to pay such 3 tharge, and the ifanker cannot insist on the 
payment being made; but there are probably few customers of a 
rank who woulfl decline to pay a re-presentation charge, as such an 
lifiount would beVery* small, whilst the banker is certainly put to 
some^trouble in the matter. ' 

\$hen a banker returns a cheque tj reasopof its being irregular. 
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the drauto; has not necessarily a sufficient balance at his credit to 
meet the cheque. Thus, before dishonouring a cheque for lack of 
fimds parking It N/S or R/D), a banker will sometimes retflrn 
the clique if it is drawn or endorsed irregularly. It should be 
note(£ however‘that if a cheque is presented endorsed irregularly, 
and the drawer ha%not sufficient funds to meet it, file banker is not 
bound to return it marked " Endorsement irregular,” but he is 
quite at liberty to mark it R/D or N/S. Tlfc matter beiyg, there¬ 
fore, one for the exercise of the banker’# discretion, a cheque 
would be returned marked R/D or N/S (without reference fo any 
other irregularity in the document) in cases where an account was a* 
troublesome one, and was conducted in an unsatisfactory manner 
by the customer. In cases where a cheque is presented which is 
irregular in some way or other, and there is not a sufficifflit balance 
on the account to meet it, the banker will—in cases where the 
account is well conducted—return the cheque marked in accordance 
with the irregularity, so that on re-presentation the drawer's account 
may, in all probability, have the requisite balance to pay the 
cheque. * 

" Words and figures differ." Some persons do not use care in 
drawing their cheques, and, as a result, it sometimes happens that 
the words written in the body of the cheque differ from the figures 
placed in the bottom left-hand corner. As the words govern the 
instrument, the banker can, legally, pay the amount stated in words ; 
but the usual custom is for the cheque to be returned marked ” Words 
and figures differ.” Where, however, it is clear as to what jmount 
is intended to be paid, a banker will n«t»usually return a cheque’ 
because of« trifling omission. For example, a cheque di^wn as 
” Ninety-two eight shillings and seven pqpce ” would usually be 
paid. ’ 

Cheque mutilated." Should a cheque, whilst in the hands of a 
bank be tprn as though to cahcel.it, the paying banker will return it 
Snpaid’ unless the printing, baqj<ersi*after {listing th» cheque 
together, add the words ** Accidentally mifti^ated by us ” followed 
.by the bank stamp and the signature of a sjgning officer. If a person 
on opening his letters accidentally tears a cheque yi two,lie sflould 
paste Jhe parts together again and write acfosMhe fiaisk “ Acciden¬ 
tally mutilated by me, Henry Brown.” „ On paying the chegue in, 
Henry Brown shoukj anil ‘’’the attention of his bankers to the 
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mutilation, and they can guarantee the paying banker aghinst any 
loss which may arise by reason of such mutilation. 

* Drawer’S' signature differs." A customer of a ban^ should sign 
his cheques in accordance with the specimen signature be gave 
wffien he opened the account; and any depaAure therefrom, 
either in the style of writing, or the composition of the signa¬ 
ture, will justify the banker in returning the cheque marked as above. 

" Out tf date." If It cheque is presented for payment more than 
six monttis after its dite, it is the usual custom to return such a 
:heque marked as above. The drawer, however, is liable on the 
;heque until the expiration of six years from the date thereon, 
mtess he suffers loss by the delay in presentation. Such loss might 
trise, for instance, through the failure of the banker upon whom 
the chequb is drawn—provided there was a sufficient credit balance 
to^meet the cheque. 

Th8 following answers do not call for any explanation, namely, 
" Drawer deceased," " Orders not to pay,” " Alteration in amount 
requires drawer’s initials,” " No account,” and " Account closed." 

Dishonouring a Customer's Cheque in Error. 

A banker, unless there are special arrangements as regards an 
overdraft, contracts to pay the cheques of his customers up to the 
amount of their credit balance. Should the banker refuse payment 
of a cheque when there is in reality a sufficient sum to meet it, he 
has broken his contract and is liable in damages to his customer. 
The banker is, however entitled to a reasonable time for posting in 
. the current account ledger^sums paid in by a client. If the necessary 
amount were paid in at such a short interval before the return of 
the cheque that the banker was unable (whilst exercising reasonable 
diligence) te post the amount in his ledger, the customer is not able 
to recover damages. In anjjaction for damages the question to 
what wds a reasonable time betwien. receiving the paying-in slip 
and returning the.cheque unpaid, tvbuld doubtless* be left to a iurv 
to decide. 

Termination”of Banker's Authjrity to Pay Cheques. 

r A banker's authorityto pay his customer’s rh«ni«s rpaspc nn— 
T. Countermand*of payment.” ■ 

2. Receipt of notice of customer’s death. 

3. Bankruptcy of customer. ‘ 
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4. Insafatfy of customer, legally declared. 

5. Receipt of a Garnishee Order, 

»¥he first, ^hird, and fourth of the above headings have already 
been jjfcalt with, and do not need further treatment. 

With regard to the second heading, any cheques paid after a 
custodier's death, b*it before notice of it is received by the banker, 
are quite in order, and may be debited in the usual way. It may be 
stated that this point of practice refers only t?> personal accounts, or 
in the case where the deceased is sole partnci'in a firip. The death 
of a partner (when there are more than one) docs not stop paymen 
of any cheques signed by him in the firm's name. 

The last heading does not call for a detailed explanation, but da 
following points may be noted. A creditor having obtained judg 
ment against his debtor, may serve a Garnishee Order upon anyom 
who owes the debtor money, or upon any company in which he (tj>< 
debtor) is a shareholder, giving notice of the claim, and a$visin£ th< 
company or person,as the case may be, that such creditor has a clain 
on tli# particular debt or shares. If the debtor has a banking 
account, the judgment creditor may serve the banker with a Gar 
nishee Order, and the latter will then cease to honour the cheque: 
of his customer, i.e., the debtor. The banker will stop the account 
even though the credit balance may be largely in excess of th< 
amount of the judgment. 

Forgery and Alteration. 

AH the matters concerning cheques which have been sp far 
discussed have proceeded upon the assumption that the signatures 
of the various persons have been in order. Difficulties, of course, 
must arise, in cases of forgery, and it has beea considered advisable 
to*deal with these matters under a separate heading, arid to draw 
the Whole together for special consideration^ „ 

It has bgen clearly indicated that it is the duty of a banker to 
kifcw his customer's signature, and that he must honour this 
signature in? the ordinary course ot things." oThe banker secures 
4 specimen of the signature tvhen he opens'an account, and it is a 
part of his business to take the, risk of being able J;o recognise it 
on any qccasion when it is necessary for him to dtf so. vf he makes 
a mistake, the loss arising falls print i facie .upon .the banker hinjfelf. 

The responsibility I<j^payirfg«a cheque under a forged signature 
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of the drawer always falls upon the banker. The law presumes that 
he has acted negligently in doing such a thing, and therefore he 
tmfst suffer. He is entitled to make his own terms yith his cus¬ 
tomer, and m the absence of any special circumstances, the»e is no 
excuse for such # an error as paying under a forged*signature of the 
drawer of a cheque. This fact was clearly sho#m by a case jyhich 
was decided in April, 1913 (Walker v. Manchester and Liver-pool 
District $ank), where It was held that the fact of a customer’s not 
examining his jiass-bohk when it was periodically returned to him 
did not preclude him from recovering from the bank amounts paid 
by the bank in respect of cheques the signatures to which were 
foiled, although such cheques were debited to his account in the 
pass-book. 

As to Endorsements the liability of a banker is not so great. 
But this is entirely in consequence of section 60 of the Bills of 
Exclfhnge Act, 1882. This section provides that when a bill of 
exchange payable to order on demand is drawn on a banker—and 
this is exactly what a cheque is—-and the banker on whonj it is 
drhwn pays it in good faith and in the ordinary course of business, 
it is not incumbent on the banker to show that the endorsement 
of the payee or any subsequent endorsement was made by or 
under the authority of the person whose endorsement it purports 
to be, and the banker is deemed to have paid the bill in due course, 
although such endorsement has been forged or made without 
authority. This is a special protection for a banker only, and then 
only for the banker upon whom the cheque is drawn. No other 
person can claim a sinfilSr protection. If the endorsement on a 
cheque is forged, and any person pays cash for the cheque to oblige 
the holder, he can have np claim whatever when the forgery is 
discovered, except against tjjc person from whom he took it. 

The reason for the ijankcr's injmunity is easy to understand. 
Although he must, at his peril, knojv the signaturf of his customer, 
it would be unreasonable to o.:pect'Him to be able to verify the 
signatures of tl)c tho> tsands who do business with him uay by day. 
Therefore if John Jones draws a cheque payable to Richard 
Robertson or erder—anU it will be remembered that it is only order 
cheques thdt require endorsement—and the cheque is presented 
at t.he bank of whifch John Jones is a customer, the banker will be 
the loser if the signature of John Jones is,a forgery, because the 
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banker kqows John Jones and ought to know his signature 
But there is no reason why he should know Richard Robinson 
Qt, his signature. Therefore, provided there is a signature 
" Rid^rd Robinson ” on the back wh?n the cheque is presented for 
paynfbnt, and phyment is made, the banker is exonerated from all 
liability if the endorsement turns out to be a forgery. But it must 
be noted that payment must be in good faith and in the ordinary 
course of business. Therefore, there must be no suspicious or 
irregular circumstances connected with the case. Thus; paying 
cash for a crossed cheque, paying out of banking hours, or paying 
on a date before the date of the cheque would be irregular, and then 
the banker would have no statutory protection. Who is to be the < 
loser when a cheque bears a forged endorsement depends upon 
circumstances. If John Jones has never delivered tlfb cheque 
to Richard Robinson, actually or constructively, he must bear the 
loss; but if the cheque has got into the possession of Richard 
Robinson, actually or constructively, the payee must suffer for 
allowing the document to get out of his possession. (See Lost 
Cheques, supra.) * 

As this book deals with banking, it is not pertinent to the present 
question to consider the position of any other person who gets 
possession of a cheque bearing a forged endorsement, except to 
quote section 24 of the Bills of Exchange Act, 1882, which provides 
that “ where a signature on a bill is forged or placed thereon without 
the authority of the person whose signature it purports to be, the 
forged or unauthorised signature is wholly inoperative, ai*d no 
right to retain the bill or to give a dischai^tftherefor, or to enforce 
payment thereof against any party thereto can be acquired through 
or Jinder that signature, unless the party against whom it is sought 
to retain or enforce payment of a bill is precluded from setting up 
forgery or want of authority.” (A till, as already explained, 
includes fqr many purposes, a cheque.) The result is that in the 
vast majority of cases thej)ersDn,whc»becoines the holder of afforged 
document must be the loser, and Ids only satisfaction (if afty) is 
to be derived from the prosecution and conviction o| the # person 
who has deceived him—if he can.manage to get hold him. 

One word as to alterations. At J one time it \rits accepted as an 
axiom that if the amount of a cheque was a'tcre^ifter it had left {he 
haads of the drawer, «Jie»drd?uer was liable for the whole of the 
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amount to which the sum payable had been altered, antique paying 
banker was entirely exonerated from liability, if the alteration 
hafl been contributed to in any way by the careless mannef in whigji 
the drawer fiad drawn the cheque, that is, if he had left spaces so 
that any dishonest person might increase the amount. This was 
decided in the case of Young v. Grote in 1827,. Subsequent cases 
threw considerable doubt upon this legal principle, but it has now 
been firiply establish*! by the decision of the House of Lords 
in the case of the London Joint Stock Bank v. Macmillan, decided 
on tfle 21st June, 1918. A customer is bound to take care in 
drawing a cheque that he docs not provide facilities for forgery 
or alteration. 

Practical Advice. 

In order to avoid difficulties and possible loss, a customer should 
alftays keep his cheque book under his own control, and never 
allow it tohie lying about. An abstracted form may cause trouble. 
On no account should a customer sign a cheque until the body of 
itiias been made out. It is a most reprehensible practice td give 
any other person the opportunity of tilling in the amount. Unless 
cash is required at once, every cheque" should be crossed when a 
payment is made. This enables its course to be traced. As an 
additional preciution the words “ not negotiable " should always 
be added. 



CHAPTER III 

BILLS OF EXCHANC.g (INLAND) 

Introductory* Remarks. 

Thf. .general posit%in of a banker as regards cheques has been 
sufficiently indicated in the last chapter, although there are further 
matters to be considered in connection with ^ie practices n} bankers 
in dealing with them, and especially in the clearing ok the sami> that 
is, obtaining payment of them for their customers from the banks 
upon which the cheques have been drawn. These matters are 
dealt with in later chapters. It is now necessary to pay attention 
to bills of exchange, and to examine the position of bankers with 
regard to them. Banks are principally concerned with the negotia¬ 
tion of bills, and although, as we have seen, a hanker has sortie 
special kind of protection afforded to him in cases of fo%ery when 
it is a question of forged endorsements on cheques drawn upon his 
own bjnk, a protection which is not accorded to an ordinary individ¬ 
ual, when it is a question of a hill of exchange, he is in no better 
position than any other person. It is therefore necessary for their 
own protection that bankers should make special arrangements with 
their customers in order to avoid risk of loss. Alany bills are 
accepted payable at a particular bank, and the bank must pay them 
in due course if they have contra< ted to do so with their < ustomers. 
There is no reason, however, why the bankers should not impose 
special conditions upon their customers so to protect themselves 
against fraud and forgeries. 

Definition of Bill of Exchange 

The Bills of Exchange Act of 1882 deft,res a bill of exchange as" an 
unconditional order in writing, addressed by*one person to another, 
signed b^ the person giving it, requiring the person to whoji it is 
addressed to pay on demand or at a fufed or determinable future.time 
a sum certain in money to or to the 'order of a*specified oerson. or 
to bearer." 

Every word of the above definition requirescaretutiy* 
noted, anfl if the instrument does not comply with all the above 
requirements, it is not a bill oj, exchange. 

AS this chapter dealsVifti “ inland bills of exchange " it may be 
39 * 
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stated that these " instruments of credit,” as they are etfen called, 


consist of— , 

\a) Bills both drawn and payable within the Briti^i Isles. ~ 
Or 

(4) Bills drav'n within the British Isles upon sonle person resident 
therein. 

As regards the wording of bills of exchange, no particular form is 
required, but the following is usual. 

No_ London, 1st December, 19... 



£200 : 0 : 0 

Three months after date pay to Mr. John Jones 

or order the sum of Two hundred pounds- 

for value received. Henry Wilson. 


To Mr. George Brown, 

' 200 Lombard Street, 
London, E.C. 


In the above example, Henry Wilson is the " drawer," peorge 
Brown is the “ drawee,” and John Jones is the " payee.” The 
amount for which a bill is drawn is usually placed in the top left-hand 
corner, and should this figure differ from the amount expressed in 
words in the body of the bill, the words govern the instrument as 
in the case of a cheque, which, of course, is a bill of exchange, as we 
have already noticed. The words “ for value received ” are not 
necessary, but are inserted in practically all cases. 

Wnen the drawee assents to the order of Henry Wilson, the former 
will write the word “ Accepted " across the face of the bill and add 
his signature. Having done so he is termed the “ acceptor," and 
the bill will appear as under. 


No.. 



£200 



London, 1st December. 19*. 


Three mont$ Sffisr^jialje pay to Mr. John 
fir ordet the sufejjfjjw^ Wmdred pounds- 
for value receimig £ “ 

{•a 1,3 

To Mr. George Brown, K (S 2 
200 Lombard StreB.j; - 
London, E.C. " 


J8nes 


H 

O 


Henry Wilson. 
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The fdigwing paragraphs enlarge somewhat upon the points 
already mentioned— 

„ (a) A bjjl must be signed by the person giving it, but becorfies 
a biii of exchange before it is accepted. 

(!) It must be for a sum certain in money, but may be payable 
in ^tated instalments, and provide that if any instalment be over¬ 
due, the whole sum shall become payable. It may also provide 
that interest shall be paid at a stated ratc/in addition to the sum 
for which the bill is drawn. ' ' 

( c) The draw’ee is not liable in any way until he has accSpted 
the bill. 

(i I) A bill may be payable to bearer, in which case it maybe 
negotiated without endorsement, or transferred by mere delivery. 
If it is payable to order, it cannot be transferred or iVegotiated 
unless the person to whose order it is drawn has endorsed it. 

The Date. 

A bill is not invalid if the date is omitted; and any lawful 
holder may insert what he believes to be the true date. Tne 
acceptor should, however, be advised when a particular date has 
been inserted, in order that he may calculate correctly the due 
date of the bill. A bill may bear a date prior to, or after the date 
it was actually drawn, and may also be dated on a Sunday. 

Currency and Due Dates of Bills. 

To the currency of bills not payable on demand, three <days, 
called “ days of grace,” are added ; and the due date falls on the 
last of the days of grace. Originally these days of grace, were 
gra'nted as a favour, and this custom having*been continued for a 
loBg time, it was ultimately recognised by law. A holder may not 
present a bill to the acceptor Up paylnent until the last day of 
grace, nor jp he able to sue on the.bill until the day following. 

€n calculating the due date of a hell, "•months ” mean calendar 
months, i.e.; from any one day of a.month to (the same day of the 
next month, and three days, of grace are added at the en^ of the 
term. . , ' » 

A bill dated 28th December drawn at two months'after date 
would complete its normal term on the 28th flbruary, to v^hich 
must be added the thrge days of grace, making the due date 3rd 
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March. But if February were leap-year, the two caleycter months 
would expire on the 28th February, so that one day of grace would 
be in February, and consequently the due date woulfl Be the 2nd 
March, 

In calculating due dates, no allowance is made for lacking Says in 
any month, 'fhus, if a bill was drawn on 31st ^ugust at six months 
after date, the normal currency of the bill would be completed on 
28th February {or th<*29th if in leap-year) to which must be added the 
three dnys of grace, making the due date 3rd March. 

A"bill datdU on either the 29th, 30th, or 31st October at four 
months after date completes its normal currency on the last day of 
February, whether that month has twenty-eight or twenty-nine 
days ; so that the due date would be 3rd March—adding the three 
days of grace. If a bill was drawn at four months after date 
and dated 28th October, the four calendar months would expire 
on 28th February and the due date would be 3rd March. But should 
February have twenty-nine days, being leap-year, then there would 
be one of the days of grace in February, and in this case the bill 
would be due on 2nd March. * 

In calculating the due date of a bill drawn at, say, sixty days after 
date, the period to be reckoned is not an inclusive one. That is 
to say, a bill dated on the 27th March at sixty days date would 
become due on the 29th May as the number of days in March is not 
inclusive. 

When the hist day of grace falls on a Sunday, Christmas Day, 
Gootl Friday, or on a public fast or thanksgiving day appointed by 
royal proclamation, a l ill is due and payable on the preceding busi¬ 
ness l( day. If the jpst day of grace is a Bank Holiday, then a bill 
is due and payable.on the next business day after the holiday. 
Should the last day of grace be Sunday, and the Saturday a Bank 
Holiday, then the bill wi 1 : be due and payable on the Mseiday 
following. 

All bills which are nof.pay^ble on.demand or at sight, Take three 
days, of grace; but, bills dr^vvn thus'. "On 1st February, 1912, 
without grace ’ or " Oh 1st February., 1912, fixed," are respectively 
drie arid payable on that date, and no days of grace are allowed. 
It may be mentioned that Bank of England post-bills do not take 
the usual days of grace.. These post-bills are drawn at seven days 
after sight, by one'branch of file Bank of England upon another. 
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Post-bil]s%nay be purchased at any of the branches of the Bank 
(or at th<^ Chief Office) without charge, and form a convenient 
means of remitting money. The bnpuhes are ten hi number, 
namely* Western Branch Burlington Gardens, Law Courts 
Branch, Birmingham, Bristol, Hull, Leeds, Liverpool, Manchester, 
Newca*itle-on-Tyne,*and Plymouth. If, however, a customer of 
the Bank of England accepts a bill payable,there, such bill will, 
of course, take the usual days of grace. t * 

It may be mentioned that hills payable in Fraucc, Germany,,and 
Italy have no days of grace ; and when a bill is drawn in one country 
and payable in another, the due date is fixed by the law of the country 
where the bill is payable. 

Acceptance. 

An acceptance is either (a) General or unconditional, (6) Qualified 
or conditional. We will, for convenience, reproduce the form of 
accepted bill given in the early part of tin's chapter— 


No.. 



£200 


i>3 


London, 1st December, 19.. 


Three montlgi ijjjifiJoi^late pay to Mr. John Jones 

or order the suSfygfJwvt ttmdred pounds - 

for value receiyydg -§ g 

' c • * IIi:nky Wilson 


4) 


To Mr. George Brown, 9 W 2 
• 200 Lombard Stre£?,_v — 
London, E.C. “ 


In the Jofcgoing*instance, George Brown has assented uncon¬ 
ditionally to the order of Henry AVilstm, s? tjiat tiie Shove Sill is 
generally, or unconditionally accepted; It is, n<?t absolutely neces¬ 
sary that the word " accepted " be written»across the 4a*e «jf the 
bill, although this is the usuaheustom^ If the drawej; sl^i|his name 
only across the bill, he has accepted it; and anVacceptance may 
be written even on the back of 4 bill.. 

Thb following are instaoed of qfialified or conditional acceptances. 
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(а) Payable at a stated bank only, e.g .— 

Accepted payable at The Bank of Essex, Ltd., \ 

Lombard Street, and thereby. Qualification 

George Brown- { as tot F ace " 

« 

(б) Payable at a different date from that stated on tlje bill, 
e.g., on a bill drawn at three months after date— 

Accented payable fpur months after date. ) Qualification 
° * George Brown, j as to time. 

(c) Payable for a less amount than that expressed by the bill, 
'e.g., on a bill drawn for £200— 


Accepted payable for £100 (One hundred pounds) 
only. 


George Brown. 


Qualification 
as to 
amount. 


In cases where a bill is addressed to two or more persons (not 
being partners), and no one of them has the right to sign on behalf 
of the others, should one or more of them abstain from signing, then 
this is a further instance of a qualified acceptance. 

A holder of a bill can refuse to take a qualified acceptance, and if 
he cannot obtahi an unqualified acceptance, he may treat the bill as 
“ dishonoured by non-acceptance." If a holder decides to take a 
qualified acceptance, the drawer and endorsers axe released from all 
liabilities—unless they have expressly assented thereto. The holder 
of a bill is not necessarily the drawer, as the instrument may have 
been negotiated tValisferred to another person) at the time it is 
presented to the drawee for acceptance. This will perhaps be more 
apparent when we remember that, as already stated, a bill becomes a 
bill of exchange before it is accepted, and may consequently be 
negotiated or transferred before acceptance. 


Liability of Partial? to-a Bill. 

The liabilitjes of tfie several parties to a bill which'has been dis¬ 
honoured (by non-acceptance or non-payment) may be conveniently 
summarised < .s follow^. The acceptor is the one who is primarily 
liable to tfie hoffler. If the bill femains in the drawer’s hands (».«., 
is not transferred,or negotiated) the acceptor remains liable to the 
drawer only. 
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Whence drawer transfers or negotiates the bill by endorsement 
to another, the drawer in his turn becomes liable in addition to the 
acceptor*; |nd as every subsequent endorser becomes liable, *the 
more endorsements there are on a btil, the better is Mie security, 
prodded, of course, that the persons who have endorsed are 
financially able t(^ undertake their liability. * 

It may here be stated that the holder of a bill is the person who 
has the instrument in his possession. Anyine, who in good faith, 
and for value, takes a bill complete and regular on the fece of it, 
has a good title to the instrument, provided tlieih is no forged 
signature thereon. The holder of a bill may be any endorser, or the ■ 
payee, or the bearer (in cases where a bill payable to bearer has been 
transferred by mere delivery). * 

An acceptor undertakes that he will pay the bill in accordance 
with his acceptance. If a bill is payable to a third party, the 
acceptor is not liable if such payee’s endorsement is forged. Ri a 
bill drawn as under, the acceptor would not be liable if the bill came 
into the possession of someone who forged the endorsement of Henry 
Williams and transferred the instrument for value. 


No. 


London, 1st December, 19. 



£200 : 0 ; 0 

Three months after date pay to Mr. Henry Williams 
or order the sum of Two hundred pounds for value 
received. 

« 

George Smith. 


To Mr. James Jones, 

* 200 Princes Street, 

London, E.C. 


On the dishonour of a bill, tl5e drawer and each ot the endorsers 

• # 

we liatfle, and the holder # can*procee^ against whomsoever h* wishes, 
but not unless the proper ftotices of t dishono«r,have been duly given. 
Should an endorser pay a tyll and receive it from tlTe holder, he may 
in turn sue the drawer or any previous endorser. ^ 

There are few defences at law ki an action qgon S kill, since tSie 
instrument itself is an acknowledirment oLa Sebt. The only defences 
tljat can be pleaded are*- 
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(а) That no value was received. 

(б) That the bill was obtained by fraud. 

J[c) That it was given in respect of an illegal contract (e.g., 
in respect of gaming debts}. 

The above defences, however, cannot be upheld against an 
innocent holder who has purchased the bill in g#xl faith. It*wiU 
be seen later on what is meant by a " holder in due course,” the 
person who obtains afi almost unassailable title to a bill. 

Stamp uuties. 

Tfce stamp duties on inland Bills of Exchange are as under—■ 
Payable on demand, or at sight, or on presentation, or within 
three days«after sight or date (for any amount), 2d. 

In all other cases where (he amount of t ho lull docs no! exceed /TO .. 20. 

KxcIo<V* (U) and docs nol exceed .. .. ,2S . .'Id 

.. j£25 ../SO .. 6(L 

ISO „ (IS .. 9d, 

.. .£100 .. Is. 

Exceeding £100 - t 

* For every complete /TOO, and any fractional part of 

Li<"‘.Is. 

Inland bills must be written upon paper previously stamped. The 
stamp may not be impressed after they are made or executed; and a 
stamp of insufficient value cannot be augmented—a new bill should 
be drawn. 

The following documents arc exempt from the above duties— 

(a) Letter written by a banker in the United Kingdom to any 
other*banker therein, directing the payment of any sufii of monejy 
—not being payable Mo bearer or to order—and such letter not 
being sent or delivered to the person to whom payment is to bS 
made, or to any person oiTliis behalf. * 

(4) Draft or order drawn by any banker in the Onited Kingdon^ 
upon any other banker therein, not payable to bearer or to order, 
and used only /or thk purpose bf settling an account between such 
bankers-. 

> N. 

e (c) Letter 'j 1 Credit granted ip the United Kingdom, authoris¬ 
ing that drafts shall be drawn out of the United Kingdom 
payable therein, *' 
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* • 

(d) Cheques of Poor Law Unions, the Registrar of a County 

Court, and registered Friendly Societies. 

The duty{>f 2d. on inland bills at sight, on demand, on presenta¬ 
tion, of payable within three days after date or sight, may be 
deno&d by either an adhesive or an impressed staqip. 

A qheque, whicl^is a bill of exchange payable on demand, may 
therefore bear postage stamps. The change of duty from Id. 
to 2d. was made bv the Finance Act, 1918. • 


Presentment for Payment. 

On the due date of a bill, the banker will present it for payment 
at the place indicated in the acceptance, even if the acceptor has 
stated before the due date that he will not pay the bill, of if he has 
failed, or is deceased. The bill need not be presented to the acceptor 
personally. It is sufficient if it is presented at his house or place of 
business to anyone who appears to be in a position to deal with the 
business. If the bill is not presented on the due date, the drawer 
and endorsers are discharged from liability; but the acceptor*is 
still liable, although he may claim in respect of any loss he may have 
suffered by reason of (be delay. An acceptor is not obliged to send 
for a bill ; it should be presented to him during his usual business 
hours. In cases where a bill is accepted by one or more persons who 
are not partners, it is presented to each of them. If a cheque is 
tendered in payment, a bill will not be given up but attached to the 
cheque, and the bill will be surrendered only when the cheque is 
paid. A banker will not accept in payment'a cheque which cannot 
be cashed by,the due date of the bill. If payment is made illegal 
terftler, 1 a banker will, of course, deliver up tl*c: bill to the acceptor. 
Sopie banks will not pay bills accepted l*y their customer^ and pay¬ 
able.at the bank unless the customer* sends to the bank special 
orders to pay such bills. Other banks will pay without any advice 
otter th3n the usual acceptance/m tjje face of the bill, Therformer 

* * • 

1 Gold is legal tender to any amount in file British files. Jiank of England 
notes are full legal tender for a%y sum above £5 fn England and Wales (not 
in Ireland or Scotland), except when tendered bjftjie Bank of^iftgllfnd itself 
or its branches. Hence follows this curious result. A £5 tyte is not leg?y 
tender for a debt of £5 ; but a £5 note ttn<l hi. constitute legal •tender for a 
debt of £5 Os. Id. Silver is legal tender in amounts jiot exceeding forty 
shillings, and bronze in amounts noj exceeding ofle shilling. Currency Noies, 
issugd after the outbreak of viar in 1914, are legal tender to any amount. 
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is the safer course, and is generally adopted by banks in the pro¬ 
vinces. The death or bankruptcy of an acceptor before payment of 
a Mil—if known to the banker—cancels the latter’s authority to pay 
such customer's acceptances* c 

Lost Bills. • 

* • 

If a bill has been lost or stolen after having been duly accepted, 
a customer should at* once advise his banker to stop payment. 

Some tanks act merely on a letter signed by a customer, giving 
partitulars of t!ie bill (or cheque), payment of which is to be stopped, 
whilst other banks require a special form to be signed. 

Accommodation Bills. 

These dre bills accepted, drawn, or endorsed, and put into cir¬ 
culation to enable one or more of the parties concerned to raise 
money by getting such bills discounted. The drawer or endorsers 
arrange to "provide the acceptor with funds to meet the bill on the 
due date ; but until value has been given, none of the parties is liable 
on the bill. As soon as value has been given (i.e. , if the bill has been 
discounted) a holder in due course has a right of action against any of 
the parties, and it makes no difference if he is aware that the instru¬ 
ment is an accommodation bill. The above-mentioned expression 
of a " holder in due course " may be explained as under. 

A “ holder in due course ” is one who has taken a bill complete 
and regular on the face of it, under the following conditions, namely— 
(o) That he became the holder of it before it was overdue 
(i.e., previous to its date of maturity), and without notice that 
it l?ad been previously dishonoured, if such was the case. 

(b) That he took,the bill in good faith and for value, and that 
at the time the bill was "negotiated to him he had no notice .of 
any rjefect in the title of tue person who negotiated it. • 
Accommodation bills'do not represent trade transactions, and a 
large volume of such bills in circulation iq, productive of mtich mis¬ 
chiefs In 1857 we had a grave financiaTcrisis in this country, and a 
Select CommitVee of the House of Commons, appointed after the 
1 paflic, came' to the decision that the main cause thereof was the 
great volume oi . accommodation paper in existence. At the 
present time there is ho (ioubt that the number and volume of the 
above class of bills in circulation ,’4 much^ cmaller than formerly, 
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and should any be offered to a banker for discount, he is often able 
to detect their character by the making of judicious inquiries, com¬ 
bined with his own special knowledge of the business of the vaCrious 
parties. ’ 

Endorsements. 

The various points already explained with regard to cheque 
endorsements are applicable to bills. For Ustance, a blank endorse¬ 
ment may be converted into a special endorsement, if tly endorser 
writes upon the bill the name of the person to wkom or tcj who; 
order it is to be paid, and a bill endorsed in blank becomes payab! 
to bearer. A bill may also bear a restrictive endorsement. 

We have already noticed that a banker is not liable for paying 
cheque bearing a forged or unauthorised endorsement, if draw 
upon his own bank, but he is liable in respect of a bill. A banke: 
therefore, before paying a bill, carefully scrutinises the cndorsi 
ments. If a bill is drawn payable to a specified person without th 
words “ or order,” " or bearer ” added, it is treated as being paj 
abl<* to order, and therefore requires endorsement before it caji b 
transferred. The same remark, of course, applies to cheques. Th 
following points with regard to bill endorsements should be noted- 
fa) All bills should be endorsed by a customer before paying 
them into his bank for the credit of his account. . 

(6) If a bill is payable to the order of two or more persons 
who are not partners, each of them must endorse. 

(c) The endorsement of an infant conleys a good title, but the 
infant himself is not liable on the bill.. 

(i) A^trustee or an executor may endorse a bill, but it is usual 
for the presenting banker, when sending^such bills to the paying 
banker to place after the endorsement the words " Endorsement 
/confirmed,” followed by the bank ^tamp and an official signature. 

(e) An endorser ” sans rScours,” “ without recourse,” is 

liable m respdtt of any previous forgeries; though he is not liable 
if the tpll is unpaid.' 

(/) An endorser who is bankrupt cap transfe* a good title to a 
person who takes a bill in good faith aryd for value.* 

Fictitious Payee. 

There has been a good deal of ,-mxiety amo^st bankers ip recent 
years owing to the'deeision of the House of Lords in the case of 
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Vagliano v. Bank of England. This decision was concefned with 
the question of a fictitious payee, and the matter deserves close 
attention owing to certain risks which may attach to the *egotiation 
of bills of a certain character. l3y section 8 of the Bills of Exchange 
Act, 1882, a bill^s payable to bearer, if it is expressed to be so 
payable, or if the only or the last endorsement is an endorsement in 
blank. Of course a bill payable to bearer needs no endorsement. 
3ut by section 7 of the'Act it is provided that where the payee is 
i fictitiouPor non-cxistiifg person the bill may be treated as payable 
o bcafer. The case of Vagliano, referred to above, was decided 
n 1891, and it is very important as showing what liability may 
.ttaoh to a banker at whose bank bills are made payable, and how 
uch liability may be avoided. The facts of the case were as follows : 
fessrs. C. Petridi & Co. were a firm carrying on business at Con- 
tantinople. Vucina, a foreign correspondent of the firm of Messrs, 
fagliaito, who carried on business in I.ondon, was in the habit of 
[rawing bills on Messrs. Vagliano to the order of Petridi & Co. A 
lerk who was employed by Vagliano forged certain bills, having 
umst'lf put in the name of Petridi as payees, and that of Vucina 
.s drawer. As the bills were payable to the order of Petridi an 
indorsement was necessary, and he forged the endorsement of 
’ctridi and made it an endorsement to a non-existing person to 
vhom he gave the name Maratis. The bills were made payable 
it the Bank of England. When they were presented in due course 
it the bank the bills vicje paid across the counter. In this way 
he clerk of Vagliano managed to secure something like £70,000 
or himself. At length tht forgeries were discovered, and the ques- 
ion then arose as to who should bear the losses incurred 1 , Vagliano 
ir the Bank of England^ It^was eventually decided that the bills 
having been "made payable tg a non-existing person, they were 
payable to bearer, and tjjat fhe bajik incurred no responsibility 
through having treated them as such. It was aljo held that a 
fictitious w non exiting psrson includdk a real person who never * 
had or was intended to have any right in the bill, and'who was 
named by way o! pretence only. • 

This doctrine has been 11 extended tp cheques as well as to bills, 
though there ‘May be circumstances' under which, in the case of 
cheques, at any rate, it will not apply, as two or three recent cases 
have shown. Still, this is only an Hlustratiqft of the care that 
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UOIIACIT mast take if they deal with bills, a thing which is one of 
their principal lines of business. 

% 

Discounting Bills. 

Unless he is prepared to run the hsk oi a serious loss, a Danner 
must exercise the greatest caution in discounting bills of exchange. 
Every person whose name appears on a bill as drawer, acceptor, 
or endorser is legally liable to pay the same if sued.by the holder, 
if everything else in connection with the document is in'order, 
though, of course, the acceptor is the person who is primarily liable. 
Sometimes a banker may make confidential inquiries as to. the 
financial status of the acceptor, and this is not a difficult matter in 
the majority of cases, as hills of exchange are genially made 
payable at the acceptor’s bank. This, however, is only an addi¬ 
tional precaution. It is to the holder of the bill, very frequently 
one of his own customers, that the banker looks for an indemnity 
in case the bill is not met at maturity, and it is the personal experi- 
ence*that he has had of the holder's financial career which makes 
him arrive at a decision whether he will discount the bill or not, 
If the balance of the current account of the customer is small, oi 
if it has been repeatedly overdrawn, or if the customer has drawn 
cheques which the banker has been compelled tb return marked 
R/D, no arrangement having been made as to an overdraft, the 
banker will be very chary as to discounting a bill for such a person 
unjpss he is personally aware of the perfect'stability of one qr more 
of the endorsers. On the other hand, if : the customer’s financial 
career has Jieen in every way satisfactory, the banker will jeadily 
discount a bill, charging the market rate f#r the accommodation 
, No prudent banker will ever take a’bill unless it is (indorsed by 
the, person for whom he discounts it’, whether such endorsement 
is legally necessary or not. And, again, owing to the difficulties 
which fnay arise’in the case-o^mei^ accwmmodatiog bills,«t is the 
practice of. many bankers to require some b^idence as to the bills 
discounted being trade bill$. 

When he has discounted a bill, the oarjKer Decqptes tne noioei 
in due course, and he is the person to sue upon.the Silt in case itls 
not paid, or to look to the party whomjie* hai accommodated for 
satisfaction. In order, fcowdv^r, t(> be secure as to his remedies, 
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the banker must take the greatest care to present theJiHl at the 
proper time and to give the proper notices of dishonour. If he 
fails to do this he may himself be the loser in the lonjj rtfn. It is 
needless to say that the banSer must see that the bill is in correct 
form and properly stamped. 

There is no general inclination on the part 0 f English bankers 
to discount foreign bills at all, nor inland bills which have more 
than six jnonths to ruft. 

Furthw remarks Upon discounting bills will be found in 
Chapter VIII. * 

Unpaid and Dishonoured Bills. 

When the drawee refuses to accept a bill, or when after accepting 
it the draflvcc, who has now become the acceptor, refuses to pay 
the same on its due date, the bill is said to be dishonoured. It 
is the usual custom (although it is not absolutely necessary) to 
" note ” an inland bill dishonoured by non-acceptance or non¬ 
payment. Noting is a second formal presentment of the bill to 
th« acceptor, by a Notary Public, who attaches to the bill a ticket 
upon which is written the answer given by the acceptor who has 
dishonoured the bill. 

When no Notary Public is available, any householder or respon¬ 
sible resident m;ty sign a certificate (in the presence of two witnesses) 
recording the dishonour of the bill. This certificate should be fol¬ 
lowed by an exact copy of both the back and front of the bill, and 
the form must bear a stamp duty of one shilling which may be 
denoted by postage stamps. The form of certificate is that shown 
on nejet page. < 

A bill must be noted on the day of dishonour or the next suc¬ 
ceeding business day, and t!ie expenses of noting may be recovered 
from any person who is at-party to the bill. The holder cf a 
dishonoured bill must give notice at once to all parties whom 
he desires tet hold responsive. 4 \Vhen, an inland bill is dis¬ 
honoured by non-acceptance, the Hblder, upon giving due 
notice to the drawer and endorsers, c$.n sue any one of them in 
'respect of 'thejbill. An endorser who hjis paid a dishonoured bill 
c'an sue any-of the previous endorsers, provided they have received 
due notice of dishonour. ,When a customer receives a dishonoured 
bill from his banker, the former should gh« notice to the drawer and 
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Form of Notice of Protest. 

Know, all men that I A B (householder) of 
* in the jounty of . in 

the yTiited Kingdom, at the request of C D, there 

being no Notary Public available did on the • day 

of • * 19.... at demand payment 

(or acceptance) of the bill of exchange hcreupder written from E F 
to which demand he made answer. therefore 


• 0 

I now, in the presence of G H and I K, do hereby protest tlje said 
bill of exchange. 

(Signed) 

G H 

Address 
Occupation 

I K 

Address 

^ Occupation 

each endorser. The neglect to send such a notice witlun a reasonable 
time will discharge the drawer and endorsers from liability. 

In the absence ot special circumstances, the following are the 
rules for giving notice within a reasonable time-* 

(a) Where the person giving and the person to receive notice 
reside in the same place, the notice must be given or sent off in 
time to reach the latter on the day after fhe dishonour of the bill. 

{b ) Where the person giving and the person to receive notice 
.reside in'different places, the notice must be sent off on the day 
after the dishonour of the bill, if there is*a post at a convenient 
‘ hour on that day, and if there is no such post on that day, then 
t>y the next post thereafter.* 

• • • ' 

• Each party to whom potiee pi di#hon*ur has bee# giver* has the 
same time*in which to gfVe notice.to any bther parties to the bill 
whom he desires to make jesponsible. 

If an acceptor dishonours ^ bill at masuruy, |pa an endorser 
pays the amount to the holder. Such endorser *an sift the draper 
and any of the previous endorsers. 

• Notice of a dishonoured Bill may be given either in writing or 


A B 


Witnesses, 
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verbally—the former being, of course, the usual way.* 'The cus¬ 
tomer who has received a dishonoured bill from his bankers should 
semi a notice to the drawer, after the following manne*— 

* • , 

(a) To Drawer. 300 Fenchurch Street, „ 

London, E.C., 

* 4th Jan., Id.. 

Dear Sir,—Please Mike notice that John Smith’s acceptance to 
Williairyjackson for £400 due 3rd inst., and payable at the Western 
Banl* of England, Ltd., Reading, of which you are the drawer, 
has been this day returned to me dishonoured by non-payment. 

I therefore have to request immediate payment thereof. 

’ Yours faithfully, 

To.._ 

\b),To an Endorser. 300 Fenchurch Street, 

• London, E.C., 

4th Jan., 19.. 

Dear Sir,—Please take notice that John Smith’s acceptance to 
William Jackson for £400 due 3rd inst., payable at the Western 
Bank of England, Ltd., Reading, and bearing your endorsement, 
has been this day returned to me dishonoured by non-payment. 

I therefore ha’ve to request immediate payment thereof. 

Yours faithfully, 

To... 

« 

Should the bill be \frongly described, this will not invalidate 
the notice, provided the person receiving such notice Las not been 
misled by such misdirection. 

If a notice is sent through the post, delay or miscarriage on the 
part of yie Post Office will nMt release the person to whom the notice 
is addressed Should a drawer pr .endorser be deceased, notice 
should he givyn tt> his represe*tatiye* and in the case of a bank¬ 
ruptcy notice may be gfren to the trustee* or to the bankrupt. When 
a banker is acting as an hgent for his customer in collecting a bill, he 
“will 1 return it to the customer on dishonour. The customer should 
then send the’necessary notice fo'the drawer and endorsers. In 
cases where a banker has discounted, a bill ( i.e ., purchased it) he will 
retain the bill, and advise his customer and ail other parties whom 





BILLS OF EXCHANGE (INLAND) 


55 


he desires to hold responsible. The notice sent by the banker is 
similar to*the examples already given. 

The Western Bank of England, Ltd., 
Read»g. 

To..-.of-- 

Please take notice that X Y’s draft £ » upon 

A B of___dated_..__at 

days 
months 

payable at_and upon which you 

are liable as (insert drawer, endorser, or acceptor as the case 
may be) has been returned to us dishonoured by (non-payment or 
non-acceptance) and we have to request that you will make 
immediate payment thereof together with expenses amounting 
to £ - ‘ . 


after SiRht due- 
date 


In c^ses where a customer receives notice from his banker of the 
dishonour of a bill, not accompanied by the bill itself, the customer 
need not send notice to the various parties, os this will have been 
already done by the banker. 

When a customer receives the bill from his banker, it is necessary 
for the former to send out the required notices. When a bill, which 
a banker has discounted for a customer, is returned unpaid to the 
banker, he will debit the amount (plus expunges) to the customer's 
account. The full amount of the bill has been already credited to 
the customer at the time of discounting. The banker retains the 
bill, enters particulars in a book generally termed the " Retufticd 
Bills Register,” and sends out the notices. T)f course, where a 
banker has received a bill for collection, he does not credit the 
amoit.it to the customer until the bill haf been duly paid ; tharefore 
in cases of dishonour, the bill is returned to the customer. 

Case of Need. 

Occasionally the drawer or *n endorser ol^i Dill oi exangnge wyi 
place on the face thereof— 


In case of need apply to Henry Jon*, 

* 400*Gresham Street, 

. London, E.C. 


3—(U3J) 











56 


PRACTICAL BANKING 


Henry Jones is termed a " referee in case of need,” or shortly, a 
" case of t need.” The object of the above words f oif a bill is to 
enable a holder to resort \o the “ case of need,” should ^he bill be * 
dishonoured f by non-acceptance or non-payment. * 

The holder of an inland bill dishonour^! by non-acceptance 
and which bears the name of a " case of need,” may use his own 
discretion as to whether or not he will avail himself of that right. 

Tfte holder, if he'desires, can make an immediate demand upon 
efther the Srawer or an endorser, and he should give both parties 
notice of the dishonour of the bill, but it is not necessary to have the 
•bill noted in a case of this description. 

Where a " case of need ” accepts a bill on behalf of any other 
party‘thereto, this is termed an "acceptance for honour," and 

, should be in the following form— 

« * 

Accented for honour and account of X Y Z & Co. (drawer or 
endorser as the case may be), with £ s. d. notarial charges, 

, and will be paid if regularly presented when due. « 

A B C & Co. 

The purport of the above is, that if the bill is not paid at maturity, 
Messrs. A B C & Co. will pay the amount for the honour of the 
drawer or an endorser, as the case may be. 

Should the acceptance not state for whose honour it is made, it 
will be taken to btffor the honour of the drawer. 

• 

Discharge oi E&ll. 

• % 

A bill is discharged (».«., the rights of action of all parties thereto 

are extinguished) in the following ways— 

(a) By payment at*„(or after) the due date, by or on behalf of 
the acceptor, to \he legal Holder. This is termed " payment in 
due course,” and i^the ^sual method in which a bill ie discharged. 

t Should an acceptor pay a bill before the due date, the instrument 
■is not discharged, and may be re-issued at any time prior to its 
* ihafurity, but on the due date the bill is, of course, discharged, and 
cannot De te-issued. A bilhpayable on demand cannot, of course, 
be re-issueej. ' 

(b) A holder may, after tho due dpte, renounce his rights of 
action against the acceptor, which will be done either by making 
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a renunciation in writing, delivering the bill to the acceptor, or 
by cancellation. . 

(e) Should a bill during negotiation come into tlie possession 
oi the acceptor as a holder in due course, this will operate as a 
discharge. * 

*(d) In the case of an accommodation bill, payment by the party 
accommodated is a discharge. 

Payment should be made to the true homer, out payment to a 
finder or a thief made without negligence, will operate as a discharge. 

Forgery. 

We have seen that a banker paying a bill bearing a forged endorse-, 
ment is liable thereon. A banker is under no legal obligation to pay 
bills accepted payable at his bank. He has the right to inform his 
customer that such bills must be domiciled (i.e., accepted payable) 
at the customer's place of business, and a cheque drawn^)n the bank 
for the amount on the due date. The banker, of course, does pay 
bills domiciled with him, but he is not bound by law to do so. He 
must, however, pay in respect of cheques, and consequently lie is 1 
protected in regard to forged or unauthorised endorsements, though 
this is only by statutory authority. 

Forgery consists not only in writing feloniously another person's 
name, but also in the alteration of a bill already signed. The 
writing of a form of a bill of exchange above the signature of another 
person amounts to forgery, if the signature,was not given expressly 
for’that purpose. If an endorsement which was necessary to 
transfer a bill is found to be a forgery, the'holder has no title to the 
instrument.* If the endorsement was not necessary, i.e., if the bill 
had been endorsed in blank, and was coijsequifntly payable to bearer, 
although in that blank endorsement t|iere is a forgery, the holder 
secures a good title, for the reason tlfiit, although he took the bill 
with a forged endqrsement, he didnot take it through a forged endorse- 
Aent. That is to say, the blllavas *Irea<?y payable t« bear®: (being 
endorsed iff blank), and could consequently be transferred Without 
any further signature. 

Alteration oi Bill. 

Closely connected with the question of‘forgery is that of the 
alteration of a bill, aqd against this*a banker nTust be on his guard. 

It is provided by sedion 64 of the Bills of Exchange Act, 1882, 
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" (1) Where a bill or acceptance is materially altered witnout tne 
assent of all parties liable on the bill, the bill is avoided«except as 
against a party who has himself made, authorised, of assented to 
the alteration, and subsequent endorsers. Provided that S'bere a 
bill has been nfaterially altered, but the alteration is not apparent, 
and the bill is in the hands of a holder in due course, such holder 
may avail himself of the bill as if it had not been altered, and may 
enforcctpayment of it. according to its original tenor. (2) In par¬ 
ticular the following alterations are material, namely, any alteration 
of the date, the sum payable, the time of payment, the place of 
payment, and, where a bill has been accepted generally, the addition 
of a place of payment without the acceptor’s assent.” If an 
alteration is made it must be initialled by all parties to the bill. 

This section of the Act was carefully considered and applied 
irf a,.case in 1896, Scholfuid v. Earl of Londesborough, where a bill 
originally Atrawn for £500, upon stamped paper sufficient to cover 
£3,500 was fraudulently changed from the £500 to £3,500. The bill 
hjd been drawn with blank spaces, which facilitated thei fraud. 
But it was held that the acceptor of a bill of exchange owes no duty 
to the drawer of the same, or to any other person who is a party to 
the bill, other than to pay it on presentment, so that if the bill 
is accepted as presented, the acceptor is not liable, even though he 
has been negligent, to a holder for value of a bill fraudulently 
altered after acceptance. This decision appears, at first sight, 
to conflict with the 4ld cheque case of Young v. Crote, where a 
customer was held responsible for the loss arising through his leaving 
blank spaces in a cheque so that a fraudulent person was able to 
alter the'same. But the distinction is clear. In the case of a.bill 
of exchange, there is no privity of contract except between immedi¬ 
ate parties, so far as a dut£ to avoid negligence, etc., is concerned. 
In the base of a cheque there is direct connection between the banker 
and hjp customep, and each is bbun$ not to act? negligAiUy to the 
detriment of the other. 1 For some yeirt it was doubted whether 
the mere leaving of blank spaces in a cheque so as to permit of 
alterations "being mac|e?was sufficient* evidence of negligence so as 
to charge_a.“fcu$jtomer with aqy Toss "which might arise through 
payment of the increased amount of a cheque. It was decided 
by the House of-Lordk in the case of the London Joint Stock 
Bank v. Macmillan (1918) that it*was.* (See page 38.) * 
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Allonge/ 

In cases where there is no room on a bill for further endorse¬ 
ments, a jlip, called an " allonge," is pasted on to the end to take 
further signatures. The first endorsement on the allonge should be 
writtgif partly on the bill as well, in order to show that the two papers 
relate to each other. An allonge is seldom met \vit4i; but in cases 
where a bill (or cheque) has been sent by an English business house 
to the Continent in payment of an account, it sometimes presented 
for payment to the banker in England upon whom it is dratyi, with 
an allonge attached. In most Continental countries, the trans¬ 
ference of a bill or cheque must be by a special endorsement ; and 
as cheques and bills pass through more hands on the Continent 
than in England—fewer people having banking accounts—(he 
allonge is occasionally met with in these cases. In England it is 
the custom to pay cheques into one’s bank as soon as received ; 
but on the Continent, and in Germany especially, they are negotiated 
and transferred from one person to another, with far mor*frequency 
than is the case in our own country. 

Issue* of Bill. 

In dealing with the subject-matter of this chapter, it has been 
assumed all through that the bill of exchange has got into circulation 
properly. But a word or two must be added by way of caution, 
pointing out a danger which may arise in certain cases, if by any 
chance a bill has not been properly issued. Just as a deed is of no 
effect at all until it has been delivered, that ij, put forward with the 
full and free consent of the person who has signed and sealed it, 
so a bill of exchange, although complete in form, may be of no value 
at all because it has never been delivered. Thus, a bill may be 
drawn by a merchant and placed in life desk* If the bill is stolen 
by any dishonest person, and an acceptance forged, with possibly 
the addition of one or more endorsements,, the person intq whose 
possession.it comes has no right of action against the drawer, 
whatever may be his remedied ggainet the partis, nesumiiTg that 
one of the endorsements is genuine. • There* has been no delivery 
of the bill, and until there has been a delivery there is no liability. 

Miscellaneous Notes. 

The following are a few useful notes of a glner^l character. 

# (a) If the words agd fjgures.in air ill differ, Is the words govern 
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the instrument, some banks will advise their customef and the 
acceptor of the amount as given in words, which will then be 
written in red ink above the amount in figures. Othex banks 
return suclf bills for correctien, and this is the better plan. 

( b ) An acceptor may pay a bill at any time during banking 
hours on the dte date. He may refuse at one period of the day, 
and pay at another. 

(c) Notice of dishonour of a bill is excused on occasions where 
after seasonable diligence has been exercised notice cannot be 
given ; for example, if the person to whom notice should be sent 
:annot be reached. This holds good, however, only during the 
tijne that it is not possible to find the party, but should it at any 
time become possible to find him, the notice must be given. 

(d) Are acceptance may be given before the drawer has signed 
ais name. 

* (4) Acceptances made by a partner in a non-trading concern 
are not binding uporr the undertaking, but only upon the 
individual signer. 

. (/) When a bill is returned by a banker unpaid, owing to there 
being an insufficient balance on the customer’s account, the bill 
is generally marked R/A (i.e., Refer to Acceptor). 

(g) In the case of the holder of a bill agreeing with the acceptor 
to take some particular security in lieu thereof, and the particu¬ 
lars are embodied in the form of a deed, the bill is said to be 
discharged by " merger ” into a superior contract, i.e., the bill 
is cancelled by the creation of the new deed. 



CHAPTER IV 

BILLS OF EXCHANGE (FOREIGN) 

Introductory Remarks. 

In the last chapter the statutory definition of an inland bill 
was given. Any other bill of exchange, provided it complies with 
the requirements of the Bills of Exchange Act, 1882, is a foreign bill. 

The law as to foreign bills is, in the main, the same as that.which 
is applicable to inland bills. The differences as to stamping and 
proceedings upon dishonour are important and are fully referted 
to in this chapter, but it must also be noted that it is quite a common 
thing for foreign bills to be drawn at one or more “ usances,’,' 
the term " usance ” signifying customary time, that is, the time 
of payment as fixed by custom, having regard to the plat* where 
the bill is drawn and the place where it is payable. The true date 
of payment is calculated by adding the three days of grace to the 
usance. * 


Form t>f Foreign Bill. 

A foreign bill generally consists of a set of three bills, identical 
in terms, except that each is expressed to be payable only on 
condition that neither of the other two has been paid. If the 
medium of the post is made use of for the transmission of these 
bills, they are sent under separate covers, and the risk of losing the 
bill—for the three constitute one document, unless more than one 
part ij accepted—is thereby greatly diminish*!. 

The following is a form of foreign bill (first pf exchange)— 


Exchange for *82,000' 


London, 

29 ih t Novcmbcr, 19.! 



To 

The American Import 
Co., New York. 


At Sixty days after sight yay this First of Exchange 
(Second and Third of the same tenor and date unpaid) 

Jo our Order the sum qj Two thousand dollars_ 

_ Value jeceiycd.jL__which 

pkee to account* . 

For and on behalf of 

, Tip English* Exporj Cb.,' Lt6 . 
Joan White, Difcctor* 

George JjLACKj.Secretary. 
si 
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The second and third copies of the above bill would, of course, 
embody similar particulars 

The first is the only one which would be stamped, as it is the 
fin>t to reacji the drawees. The object of drawing bills in sets is to 
avoid loss in case of shipwreck or miscarriage. ' # 

Should the lyiglish Export Company, Ltd., have, say, $2,000 to 
pay to another firm in New York, it will be seenAhat, if the Export 
Company draws a bil^ on the American Import Company payable 
to the order of the New York firm to whom the drawers are indebted, 
this wilt adjust the amounts as between the three parties. 

Ldt us make this clearer. If A B & Co. of London owe C D & Co. 
of New York $2,000, and E F & Co. of New York owe a like sum 
to«A B & Co., if A B & Co. draw a bill on E F & Co. payable 
to C D & Co. or order, this will adjust the three debts. In practice, 
however, ^t is unlikely that the three accounts would be quite 
adjusted by one bill. In all probability there would be an account 
currdht between the three parties, which would be settled only at 
certain intervals; but the example has been given to show how 
foreign bills may adjust accounts between various parties. # 

A large number of foreign bills are drawn, not to the order of the 
drawer, but to some third party named in the bill. 

Stamp Duties. 

It is usual to'state the amount of a foreign bill in the currency 
of the country where it is payable. The amount of stamp duty 
on the above-named bill is determined by converting the value of the 
foreign currency as stated (at the rate of exchange on the date of'the 
bill) into the English equivalent. 

Thr^ stamp duty on foreign bills is the same as that for inland 
bills ; but in cases of Bills drawn out of, and expressed to be pay¬ 
able out of, the United Kingdom, but endorsed, negotiated, or 
actually_paid in the United kingdom, the duty is as under—• * 
Where the amount exceeds (5Q and does not exceed ,(100, 6d. 
Where the angmirt exceeds (lfH), tjie'duty is 6d. for every (100, 
and alco for every fractional part thereof. 

In the example of foreign bill already given, it must be stamped 
with an impressed stamp at the same,rate for inland bills. When, 
however, bilk, &e received in this country, drawn and expressed to be 
payable out of the United kingdom, but endorsed, negotiated, or paid 
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therein, adhesive stamps, called foreign bill stamps, of the above- 
mentioned’value must be at once affixed. When a foreign bill is 
received in England, it is not necessary to notice that the foreign stamp 
duty is cortectly denoted. What rryist be done, ho*vevcr, is to 
see t£#t the bill is properly stamped in accordance with English law. 

It should be noted that bills drawn in the Channel Islands or the 
Isle «f Man are regarded as inland bills, with the exception only 
of the stamp. As the financial arrangements of those islands are 
independent of this country, such bills are, for the purposcsftf stamp 
duty, considered as foreign bills subject to the adhesive ad valorem 
stamp, if drawn at more than three days after sight or date. 

In the case of bills drawn in English currency by an English com¬ 
pany, firm, or individual, upon any drawee located in Belgian, Dufch, 
or Danish towns, and accepted payable in England, it is^necessary 
to see that stamps of the respective nationalities are affixed, otherwise 
the holder cannot sue on the bill in a foreign court, • 

It should be noted that in the case of foreign cheque^ or foreign 
three day bills, the drawer, the person into whose hands the instru¬ 
ment Ijrst comes unstamped in this country, and the person to whom 
it is presented for payment, are the only ones who may affix the 
adhesive stamp. 

As regards inland cheques and three day bills, the drawer and the 
person to whom the instrument is presented for payment are the 
only ones who may affix the stamp. If, therefore, any person 
other than those above described should attach a stamp, such 

stamping would be invalid. 

• 

Acceptance. 

In accepting a foreign bill made payable after sight, the date of 
its maturity ( i.e ., due date) is calculated, not*from the date of the 
bill itself, but from the day it is seen 04 " sighted ” by the drawee. 
Thefefore, the simple specimen of bill already given will,* on its 
being du]y«accept«l, appear as shown on next page. 

It may be mentioned th^t there aft no Tlays of gr a * e >n tfie case 
of bills on Nhw York State, France, Germany, Italy, Sweden t *Nor- 
way, Denmark, Holland, aiti Belgium. Jn Russia theje«are ^0 
days of grace, although billsonuy be presenteef for payiqpnt on one of, 
the business days immediately after*the due date ; Taut firms of good 
standing in Russia do not take advantage of tMse extra days. 
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London, 

29th November 1 , 19.. 


Exchange for $2,000, 


S' 


At Sixty days t^r-^fejffrpapr- this First of Exchange 
fj" \ (Second and Tljjmflf Up? sgjne terror and date unpaid) 

to our^rde|j!fh&6tin^Yf$’o th^fiand^ dollars--- 

- Wlf ‘ Ch 

T ' ZA4r b # bi F r i 

To • yy^ y The-^English Export Co., Ltd. 

The American Import -^iin White, Director. 


Co„ New York. 


George Black, Secretary. 


Disposal pi Bills. 

In the foregoing example of a foreign bill, it will be seen that, to 
forwurj) the bill to New York for acceptance, and then to have it 
returned to London duly completed, afterwards sending it to New 
York for payment, would entail much trouble and loss of time. This 
, delay would bo further increased if the proceeds of the bill Ivere 
remitted to London. To avoid such delay, the drawers of the 
above-named bill can deal with it as follows. 

They can discount the bill with their bankers, and if the drawers 
keep an account with the London branch of an American bank, the 
bill would be discounted with very little delay, as the bank would 
be quite conversant with the financial position of the drawees—which 
information we are alretidy aware is of great importance to the 
banker when deciding as {o discounting a bill. Should the drawers 
keep their account at an English bank, they might even then dis¬ 
count tire bill with the London branch of the American bank, or 
as an alternative, the btll could be sold to a bill broker, as English 
banks do not discount very rn^ny bills payable abroad . 1 

The bih brokers (and foreign bankers in London) meet on every 
Tuesday ( and Thursday in ( the Ro^al Jixdxmge, London*for the t 
purposq of buying and selling foreign bills. • It should be stated that 
the bill brokers have special knowledge and information with regard 
to the financial standing of banks, financial houses, and business 
firms in many different parts of tlje(World. 

1 Recently several of the large joint-stock banks in London have given 
much more attention fa foreign business ttyan formerly. 
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By discounting the bill, the drawers are able to obtain the use of 
the money as represented by the bill (less the charge for discounting) 
at a very ngu^h earlier date than they otherwise would have done. 

In casgs where a bill is drawn upon a,country not far distant, it 
may be sent to the drawees for acceptance and return. The bill 
may then be taken for discount to a bill broker, bank, or discount 
house (t.r., a company whose particular business is bill discounting). 
Of course, where a bill is drawn upon drawees resident in a distant 
country, such bill will be discounted before acceptance—but*<jf this 
we shall speak later. 

In practice, most foreign bills are drawn payable to the order of 
third parties. 

Noting and Protesting. 

We have seen that it is usual (though not absolutely necessary) 
to note an inland bill dishonoured by non-acceptance or non-pay* 
ment, and that on the second formal presentment by tl^ Notary 
Public to the acceptor himself, or at the place where the bill is made 
payable the notary records its non-acceptance or non-payment 
by writing upon a slip— i.e., a noting ticket—the answer given. 
This slip is then attached to the bill. The object of noting a bill 
is to have an official record of the refusal to comply with the notary’s 
demand for acceptance or payment. 

In the case of a foreign bill, after it has been noted, it is then " pro¬ 
tested." A " protest" is a document drawn up and signed by a 
notary, and contains— • 

(a) A formal declaration by a notary tlgat he has presented a 

bill for acceptance or payment. 

.(&) Every particular of the bill. 

(c) The reason given for dishonour. • 

Protesting is necessary in the case of iireign bills, since a protest 
signed by a notary is conclusive legal evidence of due presentation 
of ^ bill, anti is looted upon in most foreign courts as the only proof 
of dishonour. 

When a banker presents a bill for Jiaymeqt on the.due date'and 
such bill is dishonoured, the*presentment t>j the notary. n»ust he 
made on the due date, of not* later than the ne*fc jucceeding, 
business day; but the actual document of protest is not usually 
drawn up until the next dav. 
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It should be mentioned that noting or protesting a bill does not 
obviate the necessity of sending notice of dishonour to all parties. 
Nojiotice, of course, need be sent to the drawee. ( ■ 

A dishonoured cheque bearing foreign endorsements may be pro¬ 
tested. When a customer pays such a cheque into his bank, the 
former will usually be asked to give instructions as to whether or 
not the cheque is to be protested if dishonoured. 

Should a customer puy into his bankers for collection, bills bearing 
foreign^ndorsements, and the bankers omit to protest the bills if 
dishonoured, since this omission will free the drawer and endorsers 
from liability, the bank would be hold liable for any loss incurred 
by their neglect to protest. The extent to which the banker 
•is fiable will depend upon the particular circumstances of the case. 
Of course j(as sometimes happens) if instructions worded “ Incur no 
expenses " were on the bills, the collecting banker would be in order 
in'njt protesting. 

9 

Documentary Bills. 

Very often a bill will have attached to it shipping dociftnents 
referring to either the export or import of certain goods in respect of 
which the bill is drawn. Such a bill will be termed by a banker a 
" documentary bill.” Conversely, when no documents are attached, 
the bill is said tp be " clean." 

Now let us deal with documentary bills at some length, as they 
are used to an enormous extent in connection with the export and 
import trades. In fact* the export and import trades are practically 
financed throughout by ,means of these bills. 

' Let us take a simple example. If a firm in Calcutta—whom we 
will term the Calcutta Machinery Company—desires to have sent 
to them from England a shipment of various kinds of machinery, 
the procedure will usually bepis follows— , 

The Machinery Company will send to their buying agent in Eng¬ 
land, ai^ " indent " giving full particulars of the 1 machinery to b,e 
shipped to Calcutta. An indent is the mme given to an order for 
goods Received <.from abroad. The buying agents in England— 
whom w# wiK term the, Birmingham Trading Company—will then 
take the in^erfc ip hand and plpc6 orders for the goods. Many 
colonial houses have agents in England to attend to the purchase 
and shipment of goods. 
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iww, me Trading Company having purchased the goods, will 
make th$ necessary arrangements for shipment. When the ship¬ 
ping company is satisfied that the goqfls are on board ii) good oitler, 
it wi£l*usually (after payment of the freight) sign and hand to the 
Trading Company, three bills of lading, each containing identical 
particulars of the goods shipped, and bearing a sixpenny impressed 
stamp. As regards the freight on shipments, this is frequently 
paid in advance, so that we will assume the Trailing Coifljrajjy to 
make this payment, as has been already noticed. Then it wdl be 
necessary to effect marine insurance on the goods. An insurance 
policy will be made out and will contain particulars of the goods to 
be shipped, together with the various terms of such insurance. 
The policy will generally be issued in duplicate ; and in cases where 
the policy cannot be prepared promptly, a slip called a “ covering 
note ” (or “ cover note,” as it is often termed) is given by Uie 
insurers as an undertaking that a policy will be duly issued. 

In some cases, shippers have what is termed an “ open ” or 
“ floa*ing ” policy, which is a policy for a round sum, e.g., £20,000, 
£50,000, and so on. In this case, the particulars of each shipment 
are endorsed on the policy, instead of a new one being prepared. 

The Trading Company will require the various suppliers of the 
goods to furnish invoices in "triplicate,” i.e., three copies. Ihe 
Trading Company will next obtain the statement of dock charges, 
and also the railway company’s invoices for carriage. Now, all 
the necessary documents having been obtained, the Trading Com¬ 
pany will make out its statement showily the separate amounts 
of the manufacturers’ invoices, to which will be added the various 
charges in connection with tin! shipment, namely— 

Dock Charges 
Freight, 

Railway Carriage, 

•Marin* Insurance, 

Stamp* Puty’on fnsuranc^ Folicyr 
Bills of Lading, 

Petty Disbursements, 

and also the Trading Company’s commission for •^ducting the 
business. When the required total has been arrived at, a bill of 
exchange—in a set of three—will betlrawn by thi Trading Company 
upon the Machinery Company. We will assume that the arrangement 
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is, that the Trading Company shall draw on the Machinery 
Company at thirty days after sight, in respect of eaclj shipment, 
lliereforef the bill will be. drawn in a set of three {the first only 
being stamped), in accordance with this arrangement The 
majority of shipments of goods abroad are covered by bills drawn at 
" usance," i.e., at the customary period for w'hich bills are drawn 
between various countries. Of course, a shipment is sometimes 
accoq$cnied by bills drawn at sight, but they are more frequently 
drrjwn at usance. 

The Trading Company will now proceed to have the bills dis¬ 
counted. This will be done by forwarding them to the London 
Branch of one of the Indian banks. Attached to the bills of exchange 
will be Jhe invoices and bills of lading, both in triplicate, and the 
policy of insurance which is usually in duplicate. The bill depart¬ 
ment of the bank will examine the various documents to see that 
they are«in order, and a cheque will then be sent to the Trading 
Company—after the bank has deducted its commission on the 
transaction. This charge by the bank is termed " Exchange 
received," and is credited to the account bearing that heading. It 
may be stated that the London branches of the various colonial 
banks derive very substantial profits in respect of discounting 
documentary t bills. In many cases the drawers of documentary 
bills in England will be required to hand to the bank a " letter of 
hypothecation,” which is an authority to the bank—duly signed 
by the drawers—by means of which the bank can, in the event of 
the bill being dishonoured, sell the goods and charge to the drawers 
any loss arising therefrom. 

By the next outgoing mail, the' bank will send to its Calcutta 
branch, the first bill of .exchange (which will bear stamp duty) 
attached to which will beathe bill of lading and relative invoices. 
These are termed by the bank "-original documents." By the fol¬ 
lowing mail the bank will send* to its Calcutta- branch-tlje “ dupli¬ 
cate documents," so, that if the originals were lost in a shipwreck, 
the duplicates are available. The third copies of the bill of exchange, 
bill of lading, and invoices will usually be filed by the bank in its 
London office. 

We see, therefore;- that the bank has bought the bill (before it 
has been accepted) upon the security of the signature of the drawer, 
in addition to possession of the documents cf title to the goods. 1 The 
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drawee cannot obtain possession of the bill of lading and so secure 
the go<*is # until he has paid to the Calcutta branch of the Indian 
banl^the amount of the bill of exchange. In some eases, arrange- 
mdhts are made with the bank to deliver up the documents upon 
acceptance only pf the bill. In this case, a slip oft which is written 
or printed " Documents on acceptance ” will be attached to the 
bills, for the guidance of the Calcutta brafich of the bank. Very 
often this notification will be stamped on the bill, anft^ia other 
cases it may be written prominently in red ink,* It is cijftainly 
preferable that the instructions be written on the bills, in order that 
there may be no dispute. Of course, where it has been arranged that 
documents shall be delivered on acceptance only, the drawers 
will be taking some risk, as we are already aware that tljey arc liable 
in the event of the dishonour of the bill at maturity. 

It may be mentioned that the branches of the various ijokmial 
banks in London receive from their over-sea brarwhes frequent 
reports as to the financial position of the various parties on whom 
these documentary bills are drawn. Then, again, as a check upon an, 
excessive amount of bills being discounted for any one firm, some 
colonial banks in London will keep a ledger generally called the 
" Drawers’ Progressive Ledger," in which will be opened accounts 
for the various drawers. The bills discounted in London will be 
entered to the accounts of the particular drawers, and when the 
branches abroad send over advices—by each homeward mail—of the 
bulls that are paid, the amounts as advisSd will be duly credited to 
the respective accounts. The bank wjjl also keep a ” Drawees' 
Progressive Ledger,” in which will be posted tothespecified accounts, 
•the bills drawn upon the various drawees. Similarly, the Bills that 
are advised by the colonial branch* as being duly paid, will be 
placed to the credit of the particular account. With regard to the 
progressive ledgers above m?ntioned, they are so namfcd because 
the Balance is*a progressive onej th^ is, th^re is a tlyrd money 
column jrhich contains*the Balance only* and suet balance is pro¬ 
gressive, as it can be extended into this third solumn jfter each 
posting. The balance can thus be seeit ^ once, wifheu* the*neces- 
sity of casting up the debit aid credit columnj aiftt then taking, the 
difference, as is necessary in the case of ledgers generally used in 
commercial houses 

The foregoing rdfnarxs deal witn documentary mils in respect of 
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outward shipments; but a large number of inward shipments of 
goods are also financed by means of these documentary bills. Let 
us fake a simple example. , 

Every year, many thousands of boxes of butter are shipped from 
Australia to tftis country, and the banks in Australia advance 
large sums in respect thereof; that is, they buy the bill of exchange 
representing the shipihent, and have, in addition to the security of 
thesignp,1ureof the drawer, the documents of title to the goods. The 
banl^ in Australia will, of course, deduct their charge for discounting 
from the face value of the bill. Therefore, the discounting of these 
bills by the Australian banks results in large sums being ulti- 
• malely paid to their London branches, since the drawees in England 
must pay pver to the London branches of tiie Australian banks, the 
amount of the bills as they fall due, in order to obtain possession of 
the documents of title to the goods. Of course, where it is arranged 
that documents shall be delivered to the drawee on acceptance of 
the bill, the goods can consequently be obtained before the due date, 
since the drawee will be in possession of the bill of lading aS' soon 
as he accepts the bill. A drawee may also, if he desires, pay a bill 
before the due date—but with this we shall deal later on in the 
chapter. 

Now let us de^l briefly with one of these inward shipments. If a 
company in London—which we will call the English Provision 
Company—imports boxes of butter from Australia, the procedure 
with regard to the bilk of exchange representing the shipment is 
similar to that already (Spoken of with reference to outward ship¬ 
ments. The Australian firm—which we will term the Common¬ 
wealth Butter Company—will take’the triplicate documents (».«., 
bills of lading and invoices) and insurance policy in duplicate, to 
one of the banks in Australia, which, after seeing that the docu¬ 
ments af. in order, will buy the bill of, exchange drawn by the Butter 
Company upon the Provision Company. The first bill of'exchange 
will bear stamp duty, a,ud‘ attached thereto will be the bill of lading, 
invoice^, and insurance policy. ’ These original documents will be 
forwarded hy the Australian bank to tfieir London branch, and by 
the next n^i^-the duplicate documents will follow. The third 
set will be retained by-the bank in Australia. The London branch 
, will present the bill* to the draavees (i.e., the Provision Company) 
for acceptance, as soon as possible alter tiie arrival of the mail. 
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When the Provision Company pays the bill on the due date, the 
bank will deliver up the bill of lading—and any other documents 
attached-*^* that the Company may be able to obtain possesston 
of the foods. 

Sorftetimes documents are delivered by the bank u^xm acceptance 
of tln^bill of exchange, as has been already stated. This is a matter 
of arrangement ; but, of course, documents wqpld oidy be delivered 
up to firms of very good financial standing. • 

From the foregoing remarks, we have obtained a general ltfea as 
to the manner in which both inward and outward shipments*are 
usually financed ; and we can see at once the very important part 
played by banks in connection with the financing of the enormous 
volume of our exports and imports. 

Payment under Rebate. 

An acceptor of a documentary bill—in which documents are not 
given up against acceptance—may, on paying the amount of the 
bill less discount, obtain possession of the documents. This is 
termed by bankers " Payment under rebate," and is sometimes 
spoken of also as "Retiring bills under rebate.” The banker, 
when discounting the bill in the first instance, charged a rate based 
upon the number of days until the due date. Therefore, when the 
bi 11 is paid under rebate, the banker who holds the bill and documents 
will allow a discount (».c., rebate), as he wjll not have advanced 
against the bill for so long a period as was covered by his original 
charge. * 

The rebate? will be calculated by taking the number of .slays 
froth the day on which the actual cash will*be received by the 
banker in whose hands the documents lie until the due date of the 
bill,*- The interest (i.e., rebate) tq be allowed by the banker.is cal¬ 
culated at the rate of one-half pet cent, above the advertised rate 
lop deposits for short periods wijh the leading Lofulox Joint-Stock 
Banks. This deposit rate is 1$ per-cent, below Bank Rate;*and 
Bank Rate is—to put it briefly—the rate jharged by tjie I^a'nk oi 
England for discounting bills. Therefore, if i bill weje |>aid under 
rebate when Bank Rate was 3 portent., as the d<?posit rate of the 
London Joint-Stock Banks was consequently P er cent., the 
rebate rate would be 2 percent. • 

. <>—(*S3*) 
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It does not follow by any means that where a bank has in its pos¬ 
session documentary bills, the parties on whom such bills are drawn 
have a current account with that bank. t • 

When a documentary bilf is taken up under rebate, a banker will 
" discharge ” j,t. That is, he will mark the bill after the following 
manner, namely—■ c 

Received jfeyment from 

«<*nder rebate the day of at 

, ' per cent. 

When documentary bills are taken up under rebate, the colonial 
banks in London issue a special form to those who are taking up 
(i.e., paying) such bills. On this form the various bills that are to be 
paid are shown in one column, and there is another column into 
yhich the amounts of rebate are extended. The total rebate is 
de6ucted c from the total face value of the bills, and the net amount 
is the sum to be paid over to the bank before the various bills and 
documents attached will be given up. This "Form for^retiring 
bills " is handed to the bank by the firm which is taking up the bills ; 
but before allowing rebate, the bank, will, of course, check the 
statement. 

A documentary bill will not be delivered up by a banker, unless 
payment is made in legal tender, i.e., gold coin or Bank of England 
notes. When a cheque is tendered in payment, the banker who 
holds the document^, will not give them up until the cheque has 
been duly paid. 

. There are some otft'er points to be explained with reference to 
foreign bills of exchange; but such explanations Will be better 
understood when they are treated in a later chapter dealing with 
" Foreign Exchanges." 
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OPERATIONS ON CURRENT ACCOUNT 

Issqp of Cheque Books. 

Before a customer can draw on a current a&ount, it is necessary 
that lie should be supplied with a cheque book. If th**-new 
customer has not been introduced by an existing customer of 
the bank, considerable care is necessary before issuing a cheque 
book, and a banker is entitled to use reasonable precautions in this 
connection. For example if a customer when opening a new 
account, pays in certain cheques drawn on other banks, the banker 
will wait until such cheques are cleared, before issuing the cheque 
book. It can easily be seen that if an unscrupulous person obtains 
possession of a cheque book, he may draw cheques, pbrhaps for 
substantial sums, and induce unsuspecting tradesmen to cash them. 
If the iheques paid into the new account are found to be worthless, 
any cheques which have been drawn by the new customer are 
valueless, and if any tradesmen have been foolish enough to cash 
such cheques, these will be returned to them eventually by their 
own banks, and their money will be lost. It is for this reason that 
a banker often requires a cash payment to start with, or an open 
“ bearer ” cheque at least. 

In cases where a person opens an account w^th a bank (without an 
introduction) and the banker asks for, say, Jwo references, before 
issuing a cheque book an answer should be received to a communi¬ 
cation sent by the banker, in which he asks^to be favoured—in 
strict confidence—with an opinion from the referees as to whether 
they consider the new customer to be of^ood character, trustworthy 
in Ill’s business affairs, and a desirable persdli for the bank fo deal 
with. 

tluring the past few years thert: have been scveraPcheque frauds 
perpetrated, Tind there is no doubt that in a few case»a bankor has 
given out a cheque book without making q*it£ sure thaf tfi#whcJe 
transaction is perfectly in •ordef. For instance, a’person may 
bring to a bank, and open an account with theques (and exhibit 
other banking documents) which are apparently ^ul in order. The 
banker may, perhaps, be taken off his guard by a plausible tale 
73 
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combined with the substantial amounts for which the cheques are 
drawn. In practice, it is very seldom that a banker gives out a 
cheque bodk to a new customer against cheques paid iA which after¬ 
wards turn out to be worthless. It is fairly well known tHat most 
oersons decline to cash cheques, and we can quite see the need for 
efusing to do this. Of course, where a tradesman knows one of 
lis customers to be a‘thoroughly reliable man—having perhaps done 
iatiafacWy business with him for a considerable time—a small 
:hqque may perhaps be cashed occasionally as a favour, but under 
io circumstances should anyone cash a cheque for a stranger. 

There is hardly a banker of any repute who will accept a person 
is a customer unless he is either well acquainted with him or has 
rad satisfactory references. But there are instances when the 
precaution is not taken, and then in opening an account the banker 
.liquid insist upon a cash payment in the first case, as already 
eferred to, and a cash payment of a substantial amount. 

At the risk of an accusation of repetition, the caution as to a 
tradesman’s cashing a cheque should not be too lightly considered. 
Let it be remembered that whereas a banker is exonerated from 
lability if he pays a cheque, drawn upon himself, which bears a 
forged endorsement, a tradesman is practically helpless if he chances 
to become thp holder of such a cheque, as in his case there is no 
title obtainable through a forged endorsement. It is quite true 
that he may be able to pursue certain civil or criminal remedies 
igainst the person who has led him into his loss, but there cannot 
be much satisfaction ,m most cases by means of such a procedure. 

Credits to Account. 

The new customer will be supplied with a “ paying-in book ,J 
which is madfe up of “ paying-in slips ” with counterfoils attached. 
The general arrangement of these books is very similar—especially 
in thf. case of London banks. 'There is.more diversity qi arrange- 
mept, however, in the paying-in‘books issued by the banks in the 
provinces. .The general style adopted in the metropolis is shown 
&n tht hekt page. > < ! 

The custjmqr enters under the various headings the amounts he 
is paying in, and thAi makes a total. These particulars are repeated 
on the counterfoil. The cathier takes the book, checks over the 
amounts, stamps the counterfoil' with a rubber stamp bearing the 
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name of the bank and date. The cashier will also place his initials 
on the counterfoil, and hand back the book to the customer, after 
having defadhed the credit slip which will be retained 1%' the batik. 
This stamping and initialling constitute a proof of the receipt by 
the bank of the amount stated. 

In 4hc ruling given of a paying-in book, the cheques on London 
banks only are to be entered as indicated. *Chcques on country 
banks are, as a rule, required to be entered on a separatifslip. 

Customers are requested to liavg the 
counterfoil of this slip initialled 
by the Receiving Cashier. 

THE RANK OF ESSEX THE RANK OF ESSEX 

LIMITED. LIMITED. 

Lombard Street. Lomhird Street, 

Date 19,. l>ate 19.. 

Credit. Credit. 

I i 

Bank Notes .. .. j Hank N° (l 's 

Currency Notes .. Currency Notes 

Sovereigns .. .. • Sovereigns .. 

Halt-Sovereigns.. .. Halt Sovereigns .. 

Sliver and Copper .. i Silver and Copper .. 

I 1 

Cheques on London | Cheques on LondAn 



I».„. ^jested that Cheques on Clear¬ 
ing Banks be fniiil in .before 
HALHPAST THRES e’clocjc; 
on SATURDAYS. HALF-BAST 
, TWELVE. . 

ALL CHEQUES SHOULD BE 
•CROSSED. * 
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When a customer pays in a considerable amount of silver or 
copper, the money will be packed usually in five pound bags for 
silver, and five shilling bags, for copper. The customer will place 
his name on the bags which, if numerous, will be countfe^ sub¬ 
sequently. Shruld any of the bags be found to be short, the cus¬ 
tomer's account may be debited with the deficiency ; as, of ceurse, 
when the bags were ltdged at the bank they were taken to contain 
the (yll 'amount. Conversely, when any bags are found to contain 
more than the specified amount, the excess should be credited to 
the customer. No deficiency in silver or copper can be debited 
unless the bags are checked within a reasonable time after lodgment 
at' the bank. 

It is important that cheques should be paid in at once, for if 
they are held over there is the likelihood that the drawer may 
fail. Of course, where a cheque is post-dated there is no object in 
paying it jn before the actual date it bears. Indeed, some banks 
very properly refuse to take in cheques until the date of their 
payment has arrived. * 

When postal orders are paid in, a banker will place his stamp 
upon them and obtain cash from the local post office, if payable 
there. 

A banker is sometimes unwilling to take a large amount of bronze 
from a customer whose account is a comparatively small one. 
Bronze coins take up a considerable amount of room, and when 
they have to be sent elsewhere (e.g., to another branch of the bank 
needing a large amount of bronze) the cost of transmission may be 
fairly heavy in proportion to the value. Of course, in towns where a 
bank has need of a large quantity of bronze, it is glad to takc ( all 
that is paid in. 

Before paying cheques in, to the credit of a current account, the 
customer should endorse them (if order cheques) correctly. Bor 
instance, we know from a previous chapter, that if a payee’s name 
in a cheque lias been .wrongly spelted, he should endorse the cheque 
so as to agree with the spelling given on the face thereof, and the 
usiual sfgnavure should be written underneath the first endorsement. 

Sometirpes-a customer pays in a cheque to the credit of his account, 
and, desiring to know as soon as possible whether it will be paid, 
requests his banker to wire to the.bank on whom the cheque is 
drawn, asking if it will be paid. A wire will be sent to the paying 
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banker after the following manner: “ Will X Y's cheque be 
honoured for two hundred pounds ? " 

A prepaid*wire is attached, so that the paying banke; may reply 
at one 6 His reply will be vague, as he does not care to guarantee 
payment of a cheque that he has, as yet, had no ^opportunity of 
examining. For instance, the drawer’s signature may be forged or 
irregular, the endorsement may not be in ordqr, or the cheque may 
contain some of the other irregularities which may cxint. The 
reply will be intentionally vague as, " Yes, if in ordej,” or " Would 
be paid if presented now and in order." The cheque will theft he 
sent through the post by the collecting banker to the drawee banker 
(i.e., the paying banker). There arc a few bankers who will rot 
answer telegrams of this nature, and, of course, they have the right 
to refuse to do so. A banker would not answer an inquiry made 
by a stranger, but a holder of an uncrossed cheque can send,it 
through the post to the paying banker with a request that the 
amount may be returned in the shape of a banker's draft, postal 
orders* or notes. A banker’s draft may be in the form of either 
(<i) A draft drawn by a branch of a clearing bank upon its 
head office; or 

(b) A draft drawn by a non-clearing bank upon its London agents. 
The banks who arc not members of the Bankers’ Clearing House, 
appoint a clearing bank to carry through their arTangements for 
clearing cheques. (This will be treated fully in a later chapter.) 
We know that a cheque will not be paid if it crossed to two banks, 
but a cheque bearing the crossing of a non-clearing bank as well 
as its clearing agent, is in order. Similarly, a cheque crossed to two 
branches of "the same bank, cannot be returned unpaid rmrked 
" Crossed two banks ” as this is really a > crossing to one bank only. 

Paying Cheques. 

When an unerased cJn, H ui. u '’pivniviiivu iwt j/uy mom utvi niv 
counter, the cashier will exjmina the tticqile to see iliaPit is ifi order. 
He will notice that the drawer’s signature is genuine, that the 
amount in words agrees with the amount* in figures, <wi^ yfat the 
cheque is correctly endorsed. Further, the Cashier \»|1 notice that 
the cheque is not post-dated nor ” Ait of date.’i Generally speaking, 
a cheque is out of date when it has begn issued mq*e than six months. 
There is, however, nq, la«f on the matter; it is merely a question 
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of discretion and usage. Provided that the cheque is not six years 
old, the holder has always the right of suing any party to it for the 
amount of,the same. A banker cannot demand identification 
of the payee of a cheque, unless there are any special circunfetances 
justifying the nuking of inquiries. Therefore, if a cheque (uncrossed) 
payable to Brown, Jones & Co. and duly endorsed by that.firm, 
was presented by tljpir clerk at the drawer’s bankers, the paying 
cashier would not be justified in asking for identification of the 
clerk, unless ,there were circumstances that warranted further 
inquiries being made. With regard to a cheque payable to bearer, 
wc-know that this requires no endorsement. Often, however, the 
paying banker requests the person who is receiving the money 
to write his or her name on the back of the cheque. A banker can¬ 
not demand this endorsement, and he must pay the bearer cheques 
oyfis customer if thejrare in order and there is a sufficient balance 
on flie account. If, as sometimes happens, a bearer cheque has 
endorsements, the paying banker need not pay any attention to 
them. The name of a payee should be stated in a cheque, otherwise 
it will not be paid. Thus, in the following instance— 

London, 

22 nd April, 19.. 

, The Bank of Essex, Ltd. 

100 Lombard Street. 

Pay or Order 

the sum of Five pounds ten shillings and sixpence 
£5 10s. 6d. • Henry Jones. 

the Bank of Essex, Ltd., would return the cheque unpaid, marking 
it "Cheque incomplete,”,or “Payee’s name and endorsement 
required." . f 

It is piost important for the draper of a cheque to write both If he 
amount in words and in figures close up to, the left-hand *icje of the 
cheque,' so thut, other wofds a fid figures ,cannot be placed in front, 
in or'der to increase tiie amount to be paid. Up to % few years 
agj it’\^a$ generally understood that If a customer drew a cheque 
in such a mapner as to permit the«amount in words and figured to 
be increased, and'the banker inndccntly paid the increased amount, 
the loss had to bet#>rne by thq customer, since it was caused by his 
negligence. However, some time ago, onfe o£ the Australian banks 
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was concerned in a legal action of this description, and although the 
fraud was rendered possible by the negligence of the customer, 
yet the banf in question lost the case. This legal decision created 
some^sflrprise, and as there were special circumstances in the case, 
it is not easy to say whether the decision is a final pronouncement 
of the law on the subject. At any rate, the banker's position in 
cases of this description seems to be uncertain, though this may be 
stated as settled law, that the mere act of carelessness in*drawing 
a cheque, which consists in leaving vacant spaces, wjll not be suffi¬ 
cient, if there is nothing else at fault, to make the drawer lfhble 
for any loss incurred. In spite of the printed instructions issued 
by bankers on the front of their cheque books urging that customers . 
should commence writing cheques as close up to the left-hand side 
as possible, there are still many people who draw their cheques 
% a most careless fashion. 

Many persons endorse in an unsatisfactory manner; sometimes 
they spell their names incorrectly, and at others they include titles 
of courtesy as a part of the endorsement. Whilst a banker is not 
liable should lie pay a cheque bearing an unauthorised or forged 
endorsement, yet lie examines endorsements with some degree of 
care, and will not pay a cheque that contains any apparent irre¬ 
gularity. We have considered various kinds of endorsements in a 
previous chapter, but the following additional remarks may here 
prove of interest. 

(a). Limited Companies. 

In the case of a cheque payable to the drder of the Coal Mines 
Company, I.td., and endorsed . 

" John Smith, 

Secretary, The Coal Mines corypany, Ltd.," 
such endorsement is not correct, and'wouki not be passed by fb e 
paying banker. The endorsement is that of the Secretary as an 
individual, and is not mad£ on hehalf of tfie Compaji>* * 

In the case of a cheque made payable to Brown, Jones & Co., 
Ltd., and endorsed 

“ For Btownf Jones & to., Ltd. < 

* * In Liquidation 

K.\VatL. { CiquidatOTS, 
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the banker on whom this cheque was drawn would not pay it. If, 
howcvbr, the presenting banker guaranteed that the endorsement 
wa» genuine, the cheque would be duly paid. A pacing banker 
may go even further, and can ask for some evidence of the appoint¬ 
ment of the liquidators. Generally speaking, however, such a 
cheque would be paid when the endorsement was guaranteed by 
the presenting bank., 

When*a cheque has been made payable to a limited company’s 
order and suqh company’s name has been wrongly stated, the 
cherftie should be endorsed as under. In the case of a cheque made 
payable to the Essex Corn Company, Ltd.— 

’’ For the Essex Corn Company, Ltd.” 

", For the Essex Corn and Flour Company, Ltd.” 

" Henry Wilson, 

Manager,” 

it is not necessary to repeat the name of the manager after the 
first description of the Company, but only after the second—the 
correct designation. 

(b) Firms. 

In the case of a cheque made payable to Brown & Son, and 
endorsed " John Brown & Son,” it would not be paid, since the 
endorsement does not agree with the description given on the face 
of the cheque—in fact it might be some other firm. 

When a cheque is made payable to say, Messrs. Smith & Son, or 
order, and is endorsed* 

t " J. Smith Son ” 

this is correct. t 

A banker would pay a cheque to the order of Messrs. Wilsons 
and endorsed simply "^Wihftns.” Also a cheque payable to *fae 
order of , 

“ Messrt. E.,Smith'’ 

would be paid if endorsed 

, ' . * • “£. and E. Snfith." 

But if endor^l " E. Smith ” only,* the eheque would not be paid. 

Where a cheque payable to a firm is endorsed by another party, 
the paying banker**; justified in asking for some evidence of the 
authority of the person who has "signed tlje firm’s name; e.g.. 
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in a cheque payable to the order of Jones, Brown & Robinson, and 
endorsed 

" Jones, Brown & JRobinson 
Henry Wilson " 

the paying banker would be justified in returning the*chcque unpaid- 
He might mark such a cheque "Endorsement requires confirmation,’’ 
or, " Endorsement irregular.” The first ans\?er is generally given, 
and the cheque would be returned to the paying banker after the 
presenting bank had written on the back, " Endorsement confirmed," 
followed by the bank stamp and the signature of an official duly 
authorised to sign in such cases. Endorsements made per pro. 
are now accepted by practically all banks in the country, but there 
is no legal compulsion whatever to accept them in case* where it 
is deemed desirable to have a confirmation from the collecting 
banker. 

(c) Joint Payees. 

Where a cheque is payable to more than one person, each should 
sign separately. For instance, in a cheque payable to the order of 
say, " Tiic Misses Williams ” and endorsed 
“ E. and A. Williams " 

this is incorrect. There are some banks who would pav the above 
cheque if endorsed as 

" Ethel and Ada Williams " 

but*this is not strictly correct. Each one should sign separately. 

Similarly a cheque payable to the order'of Mr. H. and Mrs. E. 
Brown, and indorsed . 

" H. and E. Brown ”• 

• 

is not correct. The cheque should ^e endorsed, by each party 
separately. 

• . 

(<1) Executors. 

An execittor has lull power to ethdorse ( lor himsclt and his co¬ 
executors, so that a chequed payable to tlje^order o? the^jcecuiprs 
of the late John Brown, and endorsed 

" For Self and Co-ExccuJors of the-iaie jonn mown, 
William Jpnes " 

is in order. 
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Executors have only a very limited power to delegate their 
authority as such, and a banker will not pay a cheque to the order 
of •crtain executors, which is endorsed by someone 6n‘behalf of 
them. For example, in a cheque payable to the ExecutorS of the 
late Henry Wiison and endorsed 

“ per pro. the Executors of the late Henry Wilson, 

• John Brown" 

the banker on whom the cheque was drawn would not cash it, unless 
he made som? inquiry and was satisfied that the circumstances 
of the case rendered John Brown’s endorsement necessary. 

£ cheque payable to the order of the Executors of the late 
Henry Jones and endorsed 

" J^mes Johnson, Executor of the late Henry Jones " 

is Irregular. The endorsement must state that the executor who 
signs does to for his co-executors, as shown at the commencement 
of this section dealing with endorsements of executors. 

(e) Sole Payees. 

No title of courtesy should figure in an endorsement, and if a 
cheque payable.to Mrs. A. E. Jones were endorsed 

” Mrs. A. E. Jones " 

it would be returned marked " Endorsement irregular.” 

But if the endorsement were 

" (Mrs.) A. E. Jones ” 
the cheque would be yaid. 

It cannot be stated that, legally, the addition of a courtesy title 
makes {he endorsement invalid; it is merely irregular. The 
custom at the present time, however, is to discoqrage strpngly the 
practiced endorsing chetfies in this manner. * * 

Shahid a cheque be made payable to a payee without an initial 
or Christian jiafne stated^ as, for instance, to " Brown ” or order, 
if the endorsement weVe simply "Browji,” the banker on whom 
the cheque was dAwn^vould not piy it. The writing of a surname 
without an initial ff Christian^name is not taken as a signature 
according to English law. In foreign tountries, however, the 
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writing of a surname only, constitutes a signature. In the foregoing 
instance should tfie cheque be endorsed as 
• • " J. Brown " 

it wouM be paid. * 

It *is of interest to note that the abbreviations " Mo ” and 
" Mac ” cannot be interchanged ; so that a cheque made payable to 
John McNab and endorsed 

“ John MacNab ” 

is not correctly endorsed and should not be paid. 

In the case ot a cheque made payable to John Jones, Senior,»and 
endorsed merely, 

" John Jones” 

this is in order, and the cheque would be paid. 

Endorsements on Dividend Warrants. 

When a dividend warrant is made payable to two or more petuons, 
it is the custom of bankers to pay the warrant if signed b$ one payee 
only. # 

Most dividend warrants have printed at the foot the words 
" Signature of proprietor,” with a line following for such signature. 
If the payee were to endorse the warrant on the back in the same 
way as a cheque, the banker on whom the warrant was drawn 
would not return it unpaid. A payee of a dividend warrant, 
however, will be required by a banker to sign in the place indicated 
whenever possible. 

• 

Paying Against Uncleared Cheques. 

When a customer's credit isr>{ an indifferent character, a Ranker 
will not allow him to draw against country elicques until they are 
cleared. Of course, where a customer keeps a go^od balance, if a 
cdtmtry cheque paid in was returns! unpaid, there would in all 
probability still be a fair amoiyrt standing to the credit of the 
ftcounf. It is in cases where juridically the whole J)al ante of an 
account is tomposed of uncleared country efieques, that the banker 
will not permit the customer to draw agaiAst them-*-ii} the ebsence 
of an express agreement op thc.matter. Vj know f|om*a*prcvfous 
chapter that cheques returned unpaid under tjje abovetflcumstances 
are marked by the banker returning them " Infects not cleared." 
Frequently this answeristupplementedby the words "Present again.” 
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It should be mentioned that a banker, once having credited a 
customer's account with cheques as cash, is not legally entitled to 
retjirn that customer’s cheques with the above-naindd answer, 
in the absence of a special &greement on the point. Of course, to 
open a suspense account and post to the credit thereof uncleared 
cheques paid in, and when such cheques arc duly paid to reverse 
that entry by debiting the suspense account and crediting the cus- 
tomer\current account, would entail a very large increase in the 
volume of clerical work. The practice of bankers, however, is to 
pla«e all cheques to the credit of the customer's account when paid 
in, marking the amount of country cheques in some readily recog¬ 
nisable manner in those cases where the customer’s credit is of an 
indifferent nature. 

A good many banks enter the total of a customer’s paying-in 
slip in the pass-book as " Cash. ” Should such total include uncleared 
country cheques--as it often will do—it is probable that, if the 
point wen? contested, a banker would be held liable for returning a 
cheque drawn by the customer, and marking it “ Effects not cleared." 

In the case of customers who pay in country cheques to their 
credit, some banks will debit the account with three days’ interest 
on the amount of such cheques ; since the customer is credited with 
certain sums three days before the banker receives payment of the 
cheques, i.e., until they are cleared, or paid by the banks on whom 
they are drawn. In entering this charge in the pass-book, the banker 
does not specify that it is in respect of interest on uncleared country 
cheques. The amount will be termed “ Commission ” or " Charges ’’; 
frequently the wording*is “ Commission and Charges ” or ’’ Interest 
and,Commission." Different banks of course use varibus terms, as 
given above. The charge in respect of interest on uncleared cheques 
would not be made in cases where a customer maintains a sub¬ 
stantial balance, since such a-charge would very probably causeShe 
customer some displeasure. 

l, f ‘ *1 I 

Paying in at Ancther Branch. 

A customer' may- pay in at any o4 the branches of the bank 
that keeps his f account; and there is.no charge made for this facility. 
The branch deceiving, the paying-in slip will proceed to collect the 
cheques (if any) ajid will communicate with the branch where the 
account is kept, giving the amount paid-in, and stating how it is 
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made up. In several banks the paying-in slip itself will be enclosed 
with the letter of advice, and will be poster! so as to reach the branch 
where th* customer's account is kept, the day following. 

Base *Coin. 

When a customer pays in to his bank a coin whicfi is found to be 
base*or counterfeit, the cashier will generally break it in two, hand 
it back to the customer and request a genuine one in i|s stead. 
As a matter of fact, any person to whom a counterfeit coin is ten¬ 
dered, is required by law to cut, break, bend, or detfice it, aniWthe 
loss must be borne by the person tendering such coin. It should 
be noted that the above remarks apply abo to any coin which ^as 
been diminished in weight otherwise than by reasonable wcai 1 . 

• 

Wiring Fates of Cheques. 

* 

When a customer pays in country cheques it will be three days 
before they are paid, i.e., cleared. Sometimes a custolner wishes 
to know as soon as possible, whether a particular cheque will be 
paid by the bank on whom it is drawn, and requests his banker to 
ascertain the " fate " of the cheque by wire. Let us take an 
example. Suppose a customer pays in a cheque to his bankers, 
whom we will assume are, say, the Chelmsford Branch of the Bank 
of Essex, Ltd., and the cheque paid in is drawn on another imagin¬ 
ary bank which we will call the Bank of Surrey, Ltd,, Guildford. 
The customer for some reason of his own, requests his bankers at 
Cheljnsford to obtain advice of payment of tfie cheque by wire from 
the drawer’s bankers, namely, the Bank of Surrey. Now we already 
know that ifothe Bank of Esscy wires to the Bank of Surrey ,tlius 
" Will X Y’s cheque one hundred pounds b# paid ? ” the latter, 
not caring to guarantee payment of *a cheque it has had no 
opportunity of examining, will answa* (on the prepaid telegraph 
form which will be enclosed) in an intentionally vague manner, 
e.g., “Yes, if in order,* or "At arese»t.” Ar ar>wer similar 
to those jus^ given is obviously not conclusive. If fhe customer is 
able to wait until the day >fter he has paid .the Cheque in, his 
bankers can, on the morning of the second nay? inform him’definitely 
whether the cheque has been paid or not. Jhei«for£lf the cus¬ 
tomer pays in a cheque to the Bank of Essex qn a Monday, and 
states that he will call again t>o Tuesday morning to know if the 
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cheque has been paid, the procedure will be as follows. The Bank 
of Essex will piace their crossing stamp on the cheque, and post it 
to the Bank of Surrey, Guildford, with a communication request¬ 
ing that a'wire may be setit to the Bank of Essex, Chelmsford, 
notifying the fate of the cheque. The Bank of Essex will attach a 
telegraph form*to the cheque, which form will be addressed back to 
themselves and will bear a sixpenny stamp for the reply. The 
Bank oj Essex will write on the telegraph form " Cheque is 

” and all the Bank of Surrey will have to do will be to 
pla«e the wofd " paid ” or “ unpaid ” on the form, and hand it 
in at the local post office. When the Bank of Surrey receives 
% cheque, letter of advice and prepaid telegraph form, it will 
examine the cheque to see that it is in order and that the drawer 
has the accessary sum standing to his credit. The fate of the 
cheque will consequently be known to the Chelmsford branch of the 
Ba»k of Essex on the Tuesday morning. 

The imaginary cheque that we are here dealing with will be 
retained by the Bank of Surrey at Guildford if it is paid. If unpaid, 
it will be returned by post to the Bank of Essex. In the ordinary 
course of events, cheques on banks situate outside the town are sent 
to London for payment through the Clearing House, which will be 
explained in a subsequent chapter. 

In cases similar to the one we have been discussing, where it is 
desired to know the fate of a cheque in a less time than the three 
days that would elapse were it sent through the London Clearing 
House, the cheque is sTnt direct to the branch on which it is drawn, 
as already described, c 

h}ow the customer of the Bank of Essex will, of course, be required 
to pay the cost of the sixpenny telegram. His account, however, 
will be usually debited with one shilling, the additional sixpence 
being charged by his bankers in view of the extra trouble they have 
been put to in the matter. 

Cheques should J)e Grossed when paid in. 

It is very important that a custoqier should cross his cheques 
before paying them in to his banker.^ In order to see why this 
is so, it i? necessary to refer to the Bills of Exchange Act, 1882, 
which Act largely governs the law relating to cheques. Section 
82 states— 
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" Wliere a banker in good faith and without negligence receives 
payment for a customer of a cheque crossed generally or specially 
to himself, Snd the customer has no title or a defective title 
thereto* the banker shall not incur any liability to the true 
owner of the cheque by reason only of having .received such 
payment." 

At first sight it would appear that the ahocjp section affords full 
protection to a banker collecting a cheque crossed in the w*iy indi¬ 
cated. But a defect was discovered in the wording, which was 
rectified by the passing of a very short Act of Parliament in 1906, 
after considerable pressure had been brought to bear upon the point 
by bankers. The point arose as to the interpretation of the words 
receives payment for a customer. Now the usual custom of banks 
is to place cheques to the credit of a customer’s account as soon as 
they are paid in, and before they have been presented for payment 
to the banks on which they are drawn. It was argued that, as Soon 
as the banker credited the customer’s account with cheques before 
receiving payment thereof, he (the banker) ceased to hold the 
cheques on the customer’s behalf. In other words, by crediting 
cheques to a customer’s account as soon as they were paid in, the 
banker was not receiving payment for the customer but for himself. 
Therefore, when the banker subsequently presented the cheques to 
the banks on which they were drawn, he could not* be said to be 
receiving payment for a customer, within the meaning of Section 82 
of the Bills of Exchange Act, 1882, as quoted above. 

As soon as this defect was discovered, the position was a very 
unfavourable one from the collecting banker’s point of view, as,, 
by crediting theques to a customer’s account as soon as they were 
pairl in, no protection would be affordcsHo tli% banker, should the 
customer have no title or a defective title to the cheques. Of course, 
if the banker waited until the chjqucs*werc,paid and then ejedited 
the customer's account, the former would be protected from any 
liability In the event of an^defest inRhe (9rstomer's # tit4e, as*stated 
in the above-named section. But with the great multiplicity of 
modern banking transaction^ the waiting ^cheques vsci'cgfcargd 
and then crediting the customer would involve a very Jarge increase 
in the amount of a bank’s clerical‘Whrk. Pending fire passing of the 
amending Act above referred to, therp were som^banks that altered 
their systems of book-keeping so*as to credit the customer when the 
r— <ii»> 
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cheques were actually paid. On the other hand, there were some 
banks which still continued to credit the cheques as soon as paid 
in,,and took the risk. <. 

The amending Act previously referred to (which came into force 
on 4th August^ 1906) is a very short one, and consists of only two 
sections, namely— 

" 1. A banker receives payment for a customer within the 
meaning of section eighty-two of the Bills of Exchange Act, 1882, 
notwithstanding that he credits his customer’s account with the 
amount of tlie cheque before receiving payment thereof. 

“ 2. This Act may be cited as the Bills of Exchange (Crossed 
Cheques) Act, 1906, and this Act and the Bills of Exchange Act, 
1882, may be cited together as the Bills of Exchange Acts, 1882 and 
19061” • 

t It will at once be seen that the words ” notwithstanding that 
he credits his customer’s account with the amount of the cheque 
before receiving payment thereof,” place matters on a satisfactory 
footing from the banker’s point of view. 

It should be noted that the word " customer ” in the' above- 
named Act means a customer of a bank in the ordinary sense of the 
word ; so that a banker who collects a cheque for a stranger cannot 
claim the protection afforded by the above-mentioned Act, should it 
be subsequently found that the stranger had no title or a defective 
title to the cheque. 

Furthermore, a banker cannot obtain protection against defec¬ 
tive title as above described, by himself crossing uncrossed cheques 
paid in. The cheques must be crossed when they are handed over 
the,bank counter. This will explain why it is that cashiers request 
customers to cross cheques when paying in. • 

With regard to dividend warrants, the majority of them are not 
cheques at all, although they are often looked upon as such. ..Let 
us see why this is so. In the first place, we know that a cheque 
is a hill of exchange d-awn upon a banker payable on demand. 
Secondly, we know that a bill is an ” uticbtiditional order in writing, 
etc,”. Therefore, since a cheque is a.hill of exchange, and a bill of 
exchange is unconditional, consequently a cheque must be uncon¬ 
ditional. c how a good many dividend warrants contain a foot-note 
stating in some cases that an attached form of receipt must be signed, 
or in others that the warrant must be presented for payment within 
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a certain time—frequently three months. Now these documents 
are not cheques, for the reason that they are conditional, that is, 
payment* isemade conditional upon a certain form of receipt tyring 
signed* or the warrant being presented for payment within a 
specified time, as the case may be. Of course, there are some divi¬ 
dend warrants that are cheques, as no conditions are imported 
therein. In the case of warrants containing clauses as mentioned 
above, it is very doubtful whether a collecting banker can«claim the 
protection afforded by the Bills of Exchange Acts, 1882 and 1906, 
as previously explained, should the customer have no title»or a 
defective one. Experts are unable to agree on the point, although 
the matter has been frequently discussed. 

Accounts of Trustees and Executors. 

It has been stated in the first chapter that a prudent banker 
avoids, as far as possible, the opening of an account in the nan.es of 
trustees or executors ; because if he is aware of the existence of a 
trust, # he is saddled with a heavy responsibility in that he is more 
or less answerable for seeing to the proper application of the funds 
in his hands. But if once the money is paid out the responsibility 
ceases. The banker, consequently, is much averse to opening a 
trust or executor account in his books, and to ear-marking any 
particular funds in such a manner as to render it apparent that the 
account is in the nature of a trust. Some additions to the name 
of the customer, however, may be safely made. For instance,— 
" John Jones. Account l5o. 1," 

" John Jones, Account No. 2,” 

merely ear-mark the accounts. There is no indication of the above 
Ming in the nature of a trust, and customers frequently open 
accounts headed in the foregoing manner. It has been decided 

th-t " Office Account ” or " House Account ” does not affect a banker 

» * • 

with notice of a trust. 

•Now“let us consider tlie question*wfiere a banker.is oMiged to 
open an account with trustees or executor^ as such, for he'some¬ 
times does so, although as a general rule he^is not desftoqs of opening 
accounts of this description; ej ;.— 

" A B C & D. Executors of E, E. 9 

“A B & C. Trust|es of D E k 'i 
As regards executors, they are legally considered as one person 
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and one of them may act for the whole body. Consequently a cheque 
may legally be paid if drawn by one executor. The custom of 
bankers, however, when an executorship account is'opened, is 
to require a written authorify to be signed by all the extcutors 
instructing the banker to pay cheques if drawn by one—or more— 
of their number. 

Trustees occupy a (lifferent position. They must be treated as 
distinct individuals, and therefore a cheque cannot be paid when 
drawn by one trustee only. There are some banks which will accept 
a written authority signed by all trustees on a particular account 
authorising that cheques are to be paid when signed by say, any one 
or two of their number. There is no doubt that such a course is 
undesirable, and a prudent banker would not accept such an 
authority.' Trustees are appointed for the purpose of combined 
action and joint custody of particular funds, and it is certainly 
not Jonsistcnt with their duty to delegate their powers in such a 
manner as to enable a minority to have exclusive control in operating 
on a trust account. 

There is no liability attached to a banker by paying cheques 
drawn in correct form by trustees, but for a fraudulent or improper 
purpose. This would involve inquiry into the rights of third parties, 
which is no part of a banker’s right or duty. A. banker is respon¬ 
sible for the fratid of the trustees, if it is facilitated by him ; and he 
would very probably be held to be facilitating fraud by accepting 
and acting on authorities signed by a body of trustees, authorising 
that cheques should be paid when signed by a minority of the trust. 
The knowledge that an‘account is a trust account, renders it neces¬ 
sary <for the banker to make some inquiry into the terms of the 
trust. For instance,Ht may be that under the instrument creating 
the trust, the trustees must always consist of a certain number; and 
it does jiot follow by aqy mc&ns, tjiat surviving trustees have potoer 
to continue the operating of an account, as is the c,ase with executors. 

With" respect, t6 trust funds, the, liability of the banker arises In 
the following manner. If a banker receives payment of money, 
wljich ijiade on account of any fund; and he is aware under any 
circumstances, it does not at all signify how, that there is a species 
of trust attached 1 to the fund, that is, that the money is not paid 
in on behalf of the person whp pays it as an individual but as a 
representative of some other person, the banker may be held liable 
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in case there is any misappropriation, and consequently he may 
have to refund the sum which is improperly applied. 

It is for*this reason that a banker should avoid anything m the 
routiife of his business which is not of a personal character with 
his customer. So long as dealings are between man and man, 
difficulties of an abstruse character cannot arise. But directly 
there is the intervention of a trust the whole character of the 
business changes. The law is very jealous as to trust matters, 
perhaps very rightly so. And it is for this reason ^iat the prudent 
banker, recognising his peculiar business status, should avoid any 
contact with trusts in any shape or form. There is nothing harsh 
about the matter. The banker must be, in the interests of tha 
community, a business man pure and simple, that is, jf he is to 
be a really useful member of the community. The sentiment 
attached to trust matters must be left to other individuals. 

Bankers’ References. 

WJfen a customer’s account has been in operation for some time, 
the banker may be communicated with by another banker asking 
for a report as to the respectability, means, and standing of the 
customer. Let us take a convenient example. If A, who is a 
stranger to B, desires to purchase goods on credit from the latter, 
B will naturally desire to have some information hs to A's respec¬ 
tability, means, and standing. B will therefore request his bankers 
to obtain the necessary information frojn A’s bankers. If the 
value of the goods to be purchased is, say £200, B would request 
his bankers to make an inquiry as to whether A might be trusted 
in the way of business for say, £250 or £300. It is usual to name a 
sum greater than the amount of the proposed credit. B's bankers 
will accordingly make the inquiry on a printed Jonn of letter of 
which the following is a speeijnen— , 

,The Bank of Essex, Limited, 

0uELlfsFOI?D JJRANCJI, * 


Dear Sir, 

I shall feel much obliged by the favour of your qjijion in strict 
confidence of the means, standing, and respectability of 
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and by your informing me whether- may be considered 

trustworthy in the way of business to the extent of- 

Youps faithfully. 


Manager. 

The blank spaces will be filled in by B’s bankers, and the letter 
sent to 4's bankers, \?ho will give their reply on a printed form of 
letter, of which the following is a specimen— 

1 The Home Counties Bank, Limited, 
Guildford Branch, 


Private and Confidential. 

Dear Sit, 

re- 

In reply, to your inquiry of_I beg to inform 

you that_____ 


This information is for your private use only, and is given on the 
understanding that no responsibility is incurred either by the 
Bank or its offiiials. 

Yours faithfully, 


Manager. 

1 A's bankers will fill in the required information in the blank space 
provided above, and send the letter to B's bankers, who will 
communicate the contents to B. 

It should be -mentioned that a banker will not answer an inquiry 
made by a private individual. Wkh reference to the various trade 
protectjon societies, there is no doubt that pome of their information 
is obtained trom baijks! TlSere are s«me banks who decline to 
answer inquiries made hy these' societies, but the inquiries would be 
answered ifTnade by the-bankers of the societies. When answering 
an inquiry* f^bapker does not, of’course, specifically disclose the 
condition of his cusfbmer’s account. A banker is very probably 
under a legal obligution not to do any act which would injure a 
customer ; and there is no doubt that undue disclosure of an account 
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would come under that heading. It is certainly the usual custom 
of bankers to treat the state of a customer's account with great 
privacy ; and a banker is quite at libprty to decline t» give infor¬ 
mation no matter how desirous an applicant may be of obtaining it. 

When answering inquiries, a banker chooses his words with some 
care.* On the one hand he desires to give as good a report of the 
customer as the state of the account will warrant, and on the other 
hand he does not wish to over-estimate the financial standing of the 
customer, since the dispensing of credit will usually be made as a 
result of the answer given. * 

In answering inquiries, a banker must base his reply upon the 
state of the customer’s account, and not introduce outside facial's, , 
If an inquiry is made with regard to a customer whose account has 
been in operation for only a short time and is rather a small one, 
the banker will generally answer after the following manner—• 

" re.... . 

" The above is respectable but we have not sufficient knowledge 
of his*mcans to speak as to your figures, the account having only , 
been opened with us quite recently.” 

The banker may go a little farther and reply— 

"re_ 

" We know little of the means of the above whrtse account was 
only opened with us recently, and are unable to state whether 
he is in a position to be trasted for your figures. We are, however, 
disposed to doubt it, judging from the account.” 

Neither of the above replies can, of course, be considered as 
satisfactory.' • 

Now let us take an example of a thorougfily satisfactory reply 
to an inquiry. This may be worded jus follows—. 

" re_•.A_ • 

• " Thfe above does a vefy good busqiess jnd has kept # a satisfactory 
account wjfh us for ma/fy years., He obtains tredit for Jarger 
amounts than the figures iqpntioncd by you. ,We oonsider^hat no 
hesitation need be shown in granting him tlfe stated accomftiddatidh. ” 

The following would be an example of an qnsatisfacWry reply— 
re- 9 - 1 * 

" The above is rggpettable* but is very short of capital. His 
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account is frequently irregular, and your figures are much larger 
than we are accustomed to see." 

fymetim^s a banker will give an answer as under, tt> an inquiry 
in respect of a customer who*is doing his best to build up a business 
in the face of jome difficulties— 

"re- 

" The above meets his engagements regularly, and whilst your 
figures are larger than we generally see, we do not think he would 
enter into an agreement that he could not carry out.” 

We have already mentioned that there are some banks which 
will reply to inquiries made by the recognised trade protection 
soeietics, It is very questionable, however, whether this is a right 
and proper occasion for a banker to disclose to third parties infor¬ 
mation concerning a customer's financial position ; and there is no 
doubt that recently bankers have exercised even greater care than 
forificrly in this connection. 

A case was before the courts some time ago, dealing with the 
liability attaching to a bank manager who gave a reply to an yiquiry 
made by another banker. At one stage of the action, the position 
appeared to be a very unfavourable one from the point of view to 
bankers generally, but finally the case was decided in favour of 
the bank manager concerned. It will, no doubt, be of interest to 
discuss the cast; above referred to. The facts were as follows— 

The plaintiff desired to invest money in a company known as 
Gilletts, Ltd., who carrjed on their business at Hounslow, in Middle¬ 
sex. He requested his bankers, the Chipping Norton Brandi of 
the Metropolitan Bank' (of England and Wales), Ltd., to obtain a 
report on the financial position of the Company. The*Metropolitan 
Bank applied for tfie necessary information to the Company’s 
bankers, the Fqltham Branch of Messrs. Barclay & Company, Ltd. 
The Manager of Barclay’s Bank, sent a letter to the plaintiff's 
bankers saying that the Company was apparent)}' doing,a genuine 
and increasing < business,* and* the Awo juanaging directors of the 
Company were men of experience in that particular form-of business. 
The manager added that, the letter wai for the private information 
of the Metropolitan Bank only, snd no responsibility would be 
taken for tiie inf6rmation given.’ 'This, of course, is in accordance 
with the form of Jgtter already given. It should be understood, 
however, that the wording used by banks'when answering inquiries 
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is not the same. Also the form of letter we have given above is not 
used by any particular bank, but approximates to the general 
manner inivlflch banks answer inquiries. Some banks h.^vc recently 
altered this form, but of this we shall sf>eak later. 

The Chipping Norton Branch of the Metropolitan Bank, coin- 
muni^itcd with the plaintiff, giving substantially the same infor¬ 
mation as was contained in the letter from Barclay's Bank, which 
letter was retained by the Metropolitan Bank. The plaintiff sub¬ 
sequently invested money in Gilletts, Ltd,, but lost it. He thereupon 
sued Barclay’s Bank, or alternatively their Felt ham manager *for 
damages for misrepresentation. 

In due course the action came on for hearing. The proceedings 
against the bank, however, were soon abandoned, as the wording 
of an old Act of Parliament was found to relieve the bank of liability. 
The case was accordingly proceeded with against the manager pf 
Barclay’s Bank who had signed the letter. • 

Now it is worthy of note that a person cannot be made liable for 
making any representation bearing upon another individual's 
financial standing or credit, unless the statement be in writing and 
duly signed by the person making it or by his authorised agent. 
Accordingly, there arc some banks which do not reply to inquiries 
in the form of a letter as already shown, but write the reply in the 
form of a memorandum, i.e., with no signature •attached. In 
fact the word " Memorandum ” is boldly printed on the note-paper 
used. t 

lie this case, the summing up of the Judge was in favour of the 
plaintiff, and the jury found against the manager of Barclay’s Bank,. 
Feltham, for *£1,100. The manager appealed against this decision, 
anct the appeal was upheld by the Court of Appeal The Master 
of the Rolls in reviewing the various facts of the pasc, made the 
following remarks—• 

" I comp to the .conclusion that it was altogether wrong to say 
th&t this gentleman, Mr. toddarjl, was guilty of fraud an making a 
statement winch seems to me to have been perfectly honest,’per¬ 
fectly fair, and perfectly right. I desire Jor myself to repudiate 
entirely the suggestion that when one banker is asked by another 
for a customer such a question as was asked here, it*is in any way the 
duty of the banker to make inquiries other than.what appears from 
the books of account before him, or, of course, to give information 
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other than what he knows from his personal knowledge. I repudiate 
altogether the idea that it is any part of the obligation of a banker 
reteiving a letter of this kjnd to go about and mak? inquiries, 
such as, ' Is yours a profitable business, or, is it a paying^usiness, 
or, is it a business in which I should be inclined to invest money 
myself ? ’ and that he is to be held guilty of fraudulent conduct 
if he fails to do so,” 

In the above case the whole assumption was, that the com¬ 
munication af to a customer’s financial position was between banks, 
wltich may be relied on to make a tactful and legitimate use of the 
information obtained. Therefore, it is desirable when inquiries 
a»e made by trade protection societies from a bank, as to a customer's 
financial position, for the bank to request that such inquiries be 
made by the bankers to the above societies. It is very probable, 
however, that the number of banks which will answer inquiries 
made by # the various trade protection societies is now less than 
formerly, owing to the increased care exercised in the matter of 
bankers’ references as the outcome of the case we have just discussed. 



CHAPTER VI 

THE BANKERS’ CLEARING HOUSE 

Introductory Remarks. 

A consideration of the enormous number of payments that are 
made by means of cheques (and bills) renders it obvious that soitle 
simple—but nevertheless, sound—system must be in operation, in 
order to cope successfully with the huge number and volume of 
transactions represented by cheques and bills. As a result of the 
rapid growth of the system of joint-stock banking in the* United 
Kingdom, payment by cheque is carried on to a greater extent than 
in any other country. _ * 

A very small proportion of the cheques that are Issued arc pre¬ 
sented for payment to the banks on which they are drawn, and cash 
or notes obtained in exchange. The great majority of cheques are 
paid through the medium of the various clearing houses in the 
country, of which the London Clearing House, situated in Post 
Office Court, Lombard Street, is the most important. 

Origin of Clearing System. 

It is very clear that there must have always been many mutual 
obligitions between banks. Thus, the A bank might have fifty or 
a hundred cheques and bills drawn on the II Bank, and the B bank 
would probabfy have a considerable number of cheques and .bills 
drawn upon the A bank. In the primitive ffiiethod of dealing 
with them a clerk from each bank would present thp cheques and 
bills*at the other bank and receive potes*and gold in exchange.. This 
necessitated the use, of muyh money. At last it occurred to one of 
the clerks of Messrs. Fuller’sJJankj a min ofthe name of Irving, that 
the whole wCrk might be accomplished just as well if the clSrks 
met at some fixed place anti exchanged ,thj Obligations ft thg 
bankers, the differences alose being paid in money. .Although it 
was very obvious that such a mllhod saved time* and allowed of 
large transactions being carried out wjfh the use of very little money, 
it was not received at fifst With anything like favour by the majority 
97 
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of the hankers. However, a few clerks began to meet daily in 1775, 
at a room in Change Alley, and there they exchanged cheques and 
qwney. These meetings were quite voluntary informal; 
but the advantages of the scheme were gradually perebived, and 
bankers every anxious to join what began to be known as the 
Clearing House. It was not always easy for them to de so, as 
the body of baykers who composed it became a somewhat 
exclusive body, and absolutely refused admission to the early 
joint-stock banks. 

• The room in Change Alley was soon found to be too small for the 
transaction of business, and a room in Lombard Street was hired 
jn 1805. Nine years later a change again took place, and the 
present building was chosen. A hundred years ago thire were 
forty-sfx bankers who cleared through the House. In 1854 the 
joint-stock banks were admitted, and the Bank of England joined 
in 1864. 

Until 1854 the mutual obligations of bankers were settled by the 
payment of the differences between the various mcrnbqp of the 
House in cash or in Bank of England notes. But in the year just 
named a great change was effected by each member of the Clearing 
House being compelled to keep an account with the Bank of England. 
Then it was that the payment of differences in money became a 
thing of the past. Each clearing banker drew a cheque at the 
end of the day upon the Bank of England in favour of any clearing 
banker to whom he was indebted as a result of the day’s clearing, 
and nothing further was required in the way of settlement Except 
a transfer in the ledger of the bank. 

J'hc advantages of the clearing system were extended to the 
country in 1858, %nd now country cheques, except certain local 
ones, arc paij through the Clearing House by means of the London 
agents of the country barfkers. % * 

If any banker is not a member of the Clearing Hqjisc, the old 
cumbersome method t>f sanding round clerks is still necessary, 
anti cash has to be transmitted from one bank to another just 
as it hack be beforq the clearing'bankers had their accounts at 
*the Sank yof England. If a bank .which is not a member of 
the Clearing House has a city agent, the usual method is to 
pay by means «qf a draft yhich is passed through the Clearing 
House. 
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Some Clearing House Figures. 

The total amounts presented through the London Bankers’ 
Clearing House are enormous—and the totals increase .annually. 
The following table shows the official totals cleared during the years 
1890-1919, and the amounts are so huge as w be almost 
incompfchensible. 



Total 

j Fourths of 

• 

On Consuls 

On Stin k 

Year. 

Clearings. 

I the Month. 

Settling 

Fxehange 


| 

Days. 

J Amount Days. 

1890 

i 

7,801,048,000 

i L 

| 289,107,000 

{ 

358,598,000 

/ 

j 1,116,543,000 

1891 

6,847,506,000 

j 264,501,000 

314.807,0(8) 

( 1,(817,403,000 

1892 

6,481,562,000 

1 260,422,000 

299,405.000 

1 022.764,(8)0 

1893 

6,478,013,000 

i 268,084.000 

300,478,(8)0 

1,002,664,(8)0 

1894 

6.337,222,000 

261,547,(8)0 

301,448,000 i 

964,155,000 

1895 

7.592.886,000 

283,610,000 

345,446,(8)0 

1,304,679,000 

1896 

7,574.853,000 

290,681,0(8) 

380,354,000 j 

1,162,866,000 

1897 

7,491,281,000 

302,123,000 : 

362,610,0(8) j 

1,113,682,00$ 

1898 

8,097.291,000 

331,267,000 1 

402,861,(88) | 

1,23f,847,(88) 

1899 

9,150,269,000 

359,088,000 1 

403.042,000 

1,544.295.(8)0 

1900 

# 8,960,170.000 

i 372,463,(8)0 ' 

438.125.(8)0 ! 

1.339,571,0(8) 

1901 

9,561,169,000 

[ 392,279,(88) ; 

484.047,000 

1,582,624,(88) 

1902 

10,028,742,000 

385,160,000 

570.337,(88) i 

1.566.755,0(8) 

1903 i 

10,119,825,000 

382,285,000 ; 

593,605,(88) 

1,456,775,000 

1904 ; 

10,564,197,000 

, 445,281,000 i 

597.160.000 ' 

1.536,586,0(8) 

1905 : 

12,287,935.000 

1 497,070.000 | 

638,783,000 

2,070,622,000 

1906 

12,711,334,000 

! 524,816,000 i 

644,534,000 

i 2,031,582,0(8) 

1907 ; 

12.730.393,000 

542.513.(8)0 i 

631,893,000 

| J ,822,273,000 

1908 ; 

12,120,362,000 

456,667,(88) 

645,046,000 

! 1,672,498,000 

1909 

13,525,446,(8)0 

510,173,(88) i 

677,847,(8)0 

2.129.205,000 

1910 i 

14,658,863,000 

596,865,0(8) : 

733,430,000 

2,261,385,(8)0 

1911 1 

14,613.877,000 

568,736.000 ; 

678,642.000 

| 2,218,700,(88) 

1912* ! 

15,961,773,000 

643,156,(88) j 

725,293,(8)0 

! 2,362,212,(8)0 

1913 

16,436,404,0(8) 

662,288,000 ! 

781,892,(8)0 

2,082,031,0(8) 

1914 

14,665,048,000 

612,526,000 | 

515,566,0(8) 

1,481,780,000 

1915 i 

13,407.725,0(8) 

537.247,000 

589,654.000 

1,025,775,090 

19ft 

15,275,046,000 

638,578,(8)0 : 

680,381 i*>0 

1.238,039,(88) 

1917 

19,121,196,(88) 

837,165,0(8) ; 

881,824,000 

1,521,194,(8)0 

1918 ! 

21,197,512,(88) 

926,713,(88) i 

929,944.0(8) 

1,725,563,000 

1910 | 

28,415,382,000 

1,120,025,000 ! 

• ! 

4 $296,734,000 

% 

I* 2,316,366.(88) 

• 


The fourth of each month is always a busy day, for.thatas th 
date upon which many trade bills fall due. Owing To our systei 
of credit, bills in payment of trade debts arc' exyredirigty convnoi 
and it is the practice for traders.to draw tlierr bills upon tBe firk 
of the month. These bills are dsiwn for oqp, *vo, fflree, four, 
or six months after date, and consequently they ^all due, allowing 
for the three days of grace, upon the fourth of the month, unless 
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that date happens to be a Sunday or a Bank Holiday, and then 
it will be the third or the fifth of the month which is such an 
important date for payment. 1 

Consols settling day—which occurs once a month—is also a heavy 
day. On that occasion, a large number of cheques are passed 
between members of the Stock Exchange in payment of purchases 
and sales of Consols. 

It will be observed that the total clearings on Stock Exchange 
account days are enormous. On these days—which occur about 
once a fortnight—the differences existing between the various mem¬ 
bers of the Stock Exchange as the result of their dealings with each 
gther since the last account day, are settled by means of cheques 
on clearing bankers. 

Such 1 days as the first of January, April, July, and October, 
|re also very busy, as on those dates many dividends are 
payable. 

It ma£ be noted that no daily record is kept of the total number 
of. cheques, etc., passing through the London'Clearing House ; 
but on very busy days it is estimated that over one million 
vouchers have passed through the Clearing House. In spite of 
the multiplicity of operations dealt with, it is not an infrequent 
occurrence for the balance at the end of the day to be absolutely 
correct when business closes. 

Local Clearing Houses. 

In addition to the London Bankers’ Clearing House, there are 
local Clearing Houses in the following provincial towns, namely, 
Birmingham, Bristol, Leeds, Leicester, LiverpoA, Manchester, 
Newcastle-on-Tyno* Nottingham, and Sheffield. 

The provincial clearing houses have been established for the 
purpose of saving tijne «md trouble in transmitting cheques to 
London, and they deal only with those cheques whiefy are drawn 
upombanks situated within c certain radius of the respective towns. 
When the transactions are between banks which do not fall within 
the nadius. the Londofi Clearing House is the proper medium. Thus, 
if a chequers drawn upon a Sheffield bank* and paid into another 
Sheffield bhnk, dhejocal clearing house is the one which is utilised 
in settling the payment. But if a cheque is drawn upon a Sheffield 
bank and paid into a Nottingham bank, the cheque is sent to 
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London, and the settlement is made through the London Clearing 
House by the agents of the parties. Following the plan of the 
present establishment, local differences are settled by cheques 
drawn upon the local branch of the Batik of England, where there 


is one. If there is no such branch, the bankers agree amongst 
themselves as to the method of arriving at a scttlenfcnt. 

The following are the official totals of clearings in the above 
provincial towns in respect of the year 1919. * 

i 

Manchester .. .. .. 946,035,874 


Liverpool 

Birmingliam 

Newcastle-on-Tyne 

Bristol 

Sheffield 

Leeds 

Leicester 

Nottingham 


678,910,960 

145.433.773 

115,418,700 

77,554,000 

64,133,222 

69,301,823 

51.440,700 

39,097,801 


Total of Provincial Clearing for 1919 ^2,187,326,854 


In Scotland there are clearing houses at Edinburgh, Glasgow, 
Aberde?n, Dundee, Greenock, Leith, Paisley, and Inverness. 
In Ireland, the only clearing house is in Dublin. The Scotch and 
Irish banks are not members of the London Clearing House, 
although there have been several attempts to secure their admis¬ 
sion. The clearing system was practised in Edinburgh before it 
took root in London. 

In spite of the fact that the clearing system is so advantageous, 
therq has as yet been no arrangement nfhde for international 
clearing—a great drawback and also a financial loss. 

The Principle of the Clearing. 

"rtie principle on which the Clearing Housed worked, is by an 
enormous extension of the system of book credit. Although almost 
incflmprehensible sums are deaty wifti, n<j money passes, The 
arrangemait has bepn brought to a high state of perfection, and there 
is no doubt that the operations pf tlft ClAring Htrase«are <ff very 
great assistance to the financial world, inasmuch as the condition 
of commercial transactions isAionsiderably jssjgtedb/the ecrtiomy 
of time and labour effected.. Now let us take some single examples 
for the purpose of illustrating the above principle. • 

In the first place it is well knowy that everjk London Clearing 
Benk keeps an account at the Sank of England. If, as a result 
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of the daily exchange of cheques between the A Bank and the B 
Bank, there is a balance due to the former of, say, £20,000, this 
cojild be settled by B Bank handing to A Bank a dhetjue on the 
Bank of England for the above sum. The cheque would be placed 
by the Bank o£ England to the credit of A Bank and to the debit of 
B Bank ; consequently the amount would be duly adjusted. As 
there are seventeen banks at present members of the Clearing House, 
the operation of the above method would, of course, involve each of 
them either receiving from, or paying to, each of the other sixteen 
a cheque representing the balance of the daily exchange of cheques. 
This is obviated, however, by the keeping of an account in the books 
oj the Bank of England, known as the "Clearing Bankers’ Account"; 
consequently, transfers are made either—• 

(a) By debiting the account of a clearing bank and crediting 
the account of the Clearing Bankers; or 

(b) By debiting the account of the Clearing Bankers, and 
crediting the account of a clearing bank, according to whether a 
bank has to receive or pay as the result of the daily exchange of 
cheques. 

We will further explain the principle by means of some simple 
examples. 

If we assume that there are only four banks in the clearing, which 
we will call A, B, C, and D, the A bank will make up its summary 
of cheques exchanged as follows— 


Debtors. 

, A Bank. 

Creditors. 

f 

‘ £ 

• 

i 

20,000 

B Bank 



c 

50,000 

40,000 

D „ 


- 

Clearing Balance 

to.ootf 

£60,000 

o t 

1 c £60,000 



„ 


The above shows that A owes B £CO,000, and D £40,000, but is 
owed by C £{>0,000. Therefore, A bank owes £10,000 more than is 
owing to it.' - • . >. 

We can now proceed to make up the remaining three statements, 
which will appear as on next page. 
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B Bank. 

Debtors. , Creditors. 


L • • 


L 

so.ofk) 

A Ban \ 

C 

•20,000 ' 

10,000 

D ., 

Clearing Balance 

20,000 

£10,000 


£10,000 



«e 

In the above, it 

will bo observed that B bank 

owes £20,000 

more than is owing 

to it. 



C Bank. 


Debtors. 


Creditors. 



•L 

50,000 

A Bank 

B 

:«),ooo 


I) 

10,000 , 


Clearing Balance 

J 0,000 

£50,000 

I.> Bank. 

£50,000 

Debtors. 


Creditors. 

i 


L 

A Bank 

40,000 


B 

10,000 

10,000 

c 


40,000 

Clearing Balance 


#0,000 


£50,000 


In the abo^e simple statements, it will be observed that in.thc 
first* A bank is debtor to B lor £20,000; therefore in the statement ol 
B, A will be credited by £20,000, thus completing the double entry. 
This principle is continued with the rtA^ainyig statements. Thus, 
in the secopd statement, B bank is debtor to C for £30,000; therefore 
in C’s statement we shall *find tfyat B»is credited ’vith«a lik« sum. 

As regards the final adjustment of the balances'A bank owes 
£10,000 in respect of the balance of the day’s^leaiing, O oyes £20,000 
and C owes £10,000. Therefore, transfers will be madj in the boolfs 
of the Bank of England, debiting the above banks with th% respective 
amounts, and crediting the Clearing Bankers' Accpunt accordingly. 
As regards D bank, their account will be credited with £40,000, 
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balance due to them in respect of the day's clearing, and the Clearing 
Bankers' Account will be correspondingly debited. 

Transfers of Clearing Balances. 

The representative, or “ clearer ’’ as he is often called, having 
ascertained the amount to be received or paid by the bank he is 
representing at the,Clearing House, will proceed as follows— 

Suppose his bank has to receive, say, £10,000 as a result of the 
day’s clearing, the particulars are inserted on a small form printed 
iiPblack, thus— 

Crs. Messrs. _ 

By General Balance. 

/ 10,000 

'll, on the other hand, his bank has to pay, say, £15,000 as a result 
of the day’s clearing, a form is filled up, printed in red, thus— 

Drs. Messrs._ 

To General Balance. 

^15,000 

Now we know from what has been said previously, that the bank 
which has to receive will have placed to its credit in the books of the 
Bank of England the, required sum, which will be transferred from 
the amount standing to the credit of the Clearing Bankers' Account. 
, In other words, Clewing Bankers' Account will be debited, and the 
account of the bank that has to receive will be credited. On, the 
other hand, when it bank has to pay as a result of the day’s trans¬ 
actions, the amount will be transferred from the account of the 
particular bank, to the. Clearing Bankers’ Account. That is to say, 
the account of the bank that has to pay will be debited, an4 Clearing 
Bankers’ Account will be credited. 

The foregoing remarks will be no doubt further explained by the 
following procedure. 

Having ascertained the amount due from or to his bank, the 
" clearer’’ will Jfoceed to write his transfer. Assuming there is a 
balance due to his bank as a result of the day’s clearing, the dearer 
will write out a green ticket as follows. Such ticket, it will be 
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observed, confirms the remarks above, namely, that the bank which 
is to receive will be credited, and Clearing Bankers’ Account debited 
The ticket«is %s follows— 


Settlement at the Clearing 
House. 

London. 

___!9_ 

To the Cashiers of the Bank of 
England. 

Be pleased to credit our Account 

the sum of_ 

out of the money at the credit of the 
account of the Clearing Bankers. 

£ .--- 

Seen by me 

_Inspector of the 

Clearing House 


Settlement at the Clearing 
House. 

t 

Bank of England. 

.....19_ 

The Account Messrs._ 

has this evening been CrcMUd with 

the sum of_ 

out of the money *at the credit 
of the Account of the Clcaifhg 
1 tankers. 

I _For the Bank of 

England. 


If a bank has to pay as a result of the day's clearing, a white 
transfer form will be filled up as follows— , 


Settlement at the Clearing 
House. 

Bank of England. 

_19_ 

A Transjer for the sum of_ 


lias this evening been made at the 
Bank, from the Account of Messrs. 


to the Account of the Clearing 
Bankers. 

£ __ For the Bank of 

® England. 


This Certificate has been seen by. 

me_ 

^ Inspector. 

In the case of the first ticket, the clearer fills it in and obtains the 
signature of the Inspector of the Clearing House, antfthen goes to the 
Bank of pngland. The Cashier there signs the counterfoil, and 
retains the half of the tteket authorising the Bank credit the 
account of .the particular*bank. TJie othef half t>f the ticket is 
then taken back by the cleaser to his own bank, • # # 

In the case of the white.ticket, the clearer Tills this in, arftl taKbs 
it to the Bank of England. The Cashier there.will sigVftie counter¬ 
foil, and retain the portion authorising the Bank to transfer the 
given amount from the accounUof a particular bank to the Clearing 


Settlement at the Clearing 

• House. 

London. 

_19_ 

To the Cashiers of the Bank of 
England. 

Be pleased to Transfer from our 
Account the sum of_ 


and place it to the credit of the 
Account of the Clearing Bankers, 
and allow it to be drawn for by any 
of them (with the knowledge of 
either of the Iaspectors, signified 
by his countenigning the drafts). 
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Bankers’ Account. The halt of the ticket which is signed by the 
Cashier of the Bank of England, will then be taken back to the Clear¬ 
ing House to be signed also by the Inspector there.< The clearer 
th6n rcturfis with the signori transfer to his own bank. 

The Machinery of the Clearing House. 

Having discussed the main outlines of the work of the London 
Clearing House, let hs consider its operations in fuller detail. 

Each clearing bank keeps two sets of books ("in-clearing” and 
” out-clearing*”) for the purposes of the clearing, and the columns 
are headed with the names of the various banks. Every morning 
the cheques received by a bank on the other clearing banks are 
sotted and listed by means of adding machines. The totals under 
the heading of the various banks will appear in the “ out-clearing 
books,” The clerks who have charge of this work are termed 
" 8\jt-clcarers.” 

The cheques are sorted out and fastened together in batches— 
according to the bank on which they are drawn. The " out- 
clcarers ” have, of course, arrived at the respective totals of cheques 
their bank holds upon each of the remaining clearing banks. These 
batches of cheques or " charges ” as they are frequently called, 
are packed in a " wallet ” and taken by a clerk to the Clearing 
House, who places them on the desks occupied by the representatives 
of the various hanks on which such “ charges ” are drawn. The 
"out-clearer” also proceeds to the Clearing House with his 
books. ’ 

The representatives of the respective banks at the Clearing House 
.Ire termed " in-dearers,” and they at once procecd'to have the 
cheques listed—by yeans of adding machines—under the headings 
of the various banks. The totals of ” in-clearing ” and " out- 
clearing " must obviously < agree. For example, if the " ovt- 
doaring” total of, saj’, Lloyds Bank, Limited, on the Williams 
Deaconjs Bank, Limited, werp £100,000,‘the ” In-clearing'" total 
of thp William?. Deacon’s Bank, ‘Limited, should be t the same. 
The " out-dealing,” of'Course, represents cheques to be collected 
by any dank, whilst Hie' “ in-dearing ” represents cheques which 
a bank has At'pay, _ When the “ jiwlearer ” has agreed his various 
“ charges," he returns to his bank. The cheques are then examined 
and paid, if in ordef. 
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There are four clearings during the day. The first is the metro¬ 
politan clearing, which commences at 9 a m. The second, which 
is a genera! clearing, commences at 1045 a.m. The third clearing, 
which is the Country Clearing, also begins at 10.95 a.m. Last of 
all, there is the afternoon clearing which commence* at 2.35 p.m. 
Each <*f these is separately dealt with. 

The first and second clearings are called the morning clearing, 
and it is only for convenience that it now consists of twrTparts, 
the first being confined to metropolitan cheques, whilst the second 
deals with the cheques which have been received from the branches 
of each of the clearing banks by the morning's post. 

The second clearing will also include cheques on the clearing banks 
that were paid into the country correspondents of thus# banks 
on the previous day. 

The third clearing is the country dialing, that is, the chcquck 
dealt with are country cheques drawn upon country hank*. These 
are sorted according to the ch aring agents of the country bankers, 
and aftc» a general interchange has been made, the agent again 
sorts the parcel which has been brought back to him and despatches 
the different cheques to the Country bankets upon whom they have 
been drawn. 

The afternoon clearing commences at 2.35, and the " in-dearcr ” 
continues dealing (in the same manner as the morning clearing) 
with cheques that have passed through the " out-clearing ” books 
at the banks. As the “ in-clearer ” completes the listing of tiie 
various batches of cheques, clerks and messengers frequently 
arrive from his bank and take the cheques back to their own offices 
to bq examined and paid. The " out-dearer ”^it the bank wTill 
continue his work until four o’clock when.the bank doses, and no 
more " credits ” are taken by the cashier* He then-hurries to the 
Clearing House. • • 

As four .o’clock approachqs, the scene at the Clearing Housj is a 
very animated one. Many clerks and messengers from tfie clearyig 
banks hurry ifl with their various " charges," and the # " clearcrs " 
have to conduct their work wi?h great expedititn’in spite*of «!uch» 
attendant noise and bustle. 'The Moors of the Cleajin(f ISuuse are 
fastened at 4.10, and no more cheques are accepted for clearance. 
At 4.15 the doors are unfastened, and the clerk-rAuid messengers 
go back to their respective banks with the last batches of cheques 
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that have been dealt with by the " in-clearers.” From 4.15 until 
5 o'clock, the representatives at the Clearing House of the various 
banks are busy agreeing t^e balances as between one another. 

During the time that the " clearers " are agreeing the balances, 
the " charges*’ that were taken by the clerks and messengers from 
the Clearing House are being examined and paid at the various 
banks ^s quickly aS possible. 

Of course, there will be some cheques that cannot be paid owing 
te insufficient funds being to the credit of the drawer, or to one of the 
severid irregularities, the nature of which we have discussed in 
previous chapters. All unpaid cheques are brought back to the 
Clearing House as soon as possible. These " unpaids,” as they are 
called, are distributed to the various " clearers ” in the same manner 
as already explained with regard to the cheques brought into the 
Clearing House during the morning and afternoon. That is to say, 
the returns are treated as if they were cheques drawn upon the 
particular bank by which they were presented. t 

It may be here stated that there are now eleven banks 
in the Clearing House, They are (arranged alphabetically) as 
under— 


Bank of England. 

Bank of Liverpool and Martin's, Ltd. 

Barclay & Company, Ltd. 

Coutts & Co. 

Glyn, Mills, Currie & Company. 

Lloyds Bank, Ltd. 

London County, Westminster and Parr's Bank, Ltd. 
London Joint Stock & Midland Bank, Ltd. 

National Bank, Ltd. . * 

National Provincial and Uniqn Bank of England, Ltd. 
Williams IJeacon's Bank, Ltd. 

, It ,fna> be added that the London County, Westminster and 
Parr’s B;>r.k, Ltd., have two desks at the Clearing House, one 
known as the Lothbury Office desk, and the other as the 
Lombard Street desk. 

Let us return to the question of the final agreement of the balances 
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for the day. In order to arrive at the necessary figure, the clearer 
of each bank takes a " summary sheet ’’ which contains the names 
of the cleajjng bankers, together with a " Debtor " column on the 
left-handtside and a "Creditor” column on the right-hand side. 
The clearer takes the first bank. He finds that the total of his 
"out-clearing” book is, say, {150,000, and in his ‘in-clearing” 
book tfie total is, say, {200,000. The balance is then struck, and the 
difference of {50,000 is placed in the right-hand Column of thg sheet, 
thus— 



The balance is placed in the creditor column as the total of the 
" in-clearing " book is the heavier. The " out-clearing ” book 
corresponding to the debtor column of the summary sheet) 
represents assets, whilst the " in-clearing " book represents liabilities 
(*.«., corresponding with the creditor column). Therefore, in the 
foregoing imaginary clearing totals, the clearer’s bank has liabilities 
with Barclay & Company, Ltd., amounting to {200,0Q0, and assets 
amounting to {150,000. Thus the liabilities exceed the assets by 
{50,000, which amount is due to Barclay & Company, Ltd., and is 
there<ore placed in the creditor or " liabilities ” column. The 
clearer continues treating the other banks on the sheet in the same 
manner. In some cases he will receive largely, and in others < he 
will pay. The two columns are added up, and th>difference between 
them represents the total sum owing to of by the bank in question 
" om general balance.” The returned cheques, it Way be stated, 
are entered at the end of the summary sheet before the general b&lance 
is struck; We know that? each bank, keeps an accouq) with the 
Bank of England, and theTe is also,an account there called .the 
Clearing Bankers' Account. ,If X Bank owes,,say,•{100,0^0 on 
general balance in respect of a days clearing, if instructs th#Ban)T 
of England to transfer that sum from the accoupt.af tl*c*X bank to 
the Clearing Bankers’ Account. Conversely, if there is a general 
balance of say, {50,000 due to the Y bank as a result of the day’s 
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clearing, that sum will be transferred in the books of the Bank of 
England from the Clearing Bankers’ Account to the credit of the Y 
bank. The detailed manner in which these transfers 'are made, has 
been dealt with earlier id this chapter, under the heading of 
" Transfers of. Clearing Balances." 

The preparation of the summary sheet at the Clearing Hojise on 
the conclusion of the day’s work, will be the more readily understood 
by a reference to the diagrams given in an earlier part of the chapter 
under “ The Principle of the Clearing." 

•The enormous volume of work accomplished by the Clearing 
House could not be carried through with nearly (lie great speed it is, 
without the use of the adding machine. This marvel of mechanical 
ingenuity is something like an ordinary typewriter in appearance, 
and has*a keyboard which contains figures. The operators of the 
adding machines type the amounts of the cheques on slips of paper, 
and some of the operators are able—through considerable practice 
—to list the cheques at a very high rate of speed. When a number 
of cheques have been listed, and it is desired to know the tqtal, the 
operator merely pulls over a lever. Immediately, the total of fifty 
or more amounts is recorded. It may be stated that the adding 
machine makes no mistake in a " cast." 

The Sub-divisions of the Clearing. 

Up to the present we have spoken of the functions and work of the 
London Clearing Houee in a general manner. Having, therefore, 
dealt with the main points, we should now be the better able to 
•follow the detailed working of the Clearing House. , 

No doubt many .readers have seen the letters, T, M, or C, printed 
on the left-hand bottom earner of cheques, and have wondered what 
they signify, in many instances the letters are not surrounded 
by the lines shown beftnv, but thut is quite immaterial. 

The. placing of these letters on cheques is for the (>urposo 
convenience in. clearing. The letters signify— 

f t Town Clearings 

«■* f * _* * 

„ [m] Metropolitan dealing. 

' tc) Country Clearing. 

The marking of cheques in the above manner became necessary 
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as (he outcome of (he inauguration of the Metropolitan Clearing, 
the date'of which was 19th February, 1907. The present Chief 
Inspectortiflhe Clearing House was mainly instrumental in estab¬ 
lishing ttie Metropolitan Clearing, and ifhas been found to work very 
satisfactorily, being a great convenience botli to bankers and their 
customers, as we shall show later on. 

In the first place, one may ask, why was it thought necessary or 
desirable to have a Town and Metropolitan cheque clearing? 
It may be mentioned that before the Metropolitan Clearing was 
inaugurated, the clearings were " Town ” and " Country ” respec¬ 
tively ; consequently the introduction of the Metropolitan Clearing 
rendered it necessary to mark cheques with the above-mentioned 
distinctive letters. 

The great advantage accruing from the Metropolitan Hearing is 
that all cheques on branches of banks in that clearing will be paid 
the same day—as also, of course, will cheques on banks in the T. wn 
Clearing. * 

Preyous to the introduction of the Metropolitan Clearing, Town 
cheques were cleared the same day. Country cheques take three 
days for clearance as they have to be sent to the banks on which 
they are drawn—but of this we shall speak later. 

It is of great importance that now, by means of the Town and 
Metropolitan Clearings, all cheques on banks situated in those 
" clearings ” may be treated as " Cash.” The marking of cheques 
with the distinctive lettering, T, M, and C, will enable bank officials 
anefrthe public to see readily how long a particular cheque will take 
to collect. Previous to the introduction of the Metropolitan Clearing 
and distinctive lettering on the cheques, a considerable amount of 
confusion existed as to how long a particular (Jftique would take to 
clear. As there was no uniformity in’the matter, bank officials 
frequently had to refer to lists in orddr to^see how long a cheque 
would be t in clearance. As the matter now stands, however, the 
position is quite satisfactory. Cheques marked T and }I aracleared 
the same day ; consequently the artangemefit must be one of con¬ 


siderable advantage to customers of a bank, the«oy difficulties 
they experienced with regard ,to the time of clearance lA tlltSr • 
cheques are largely removed. •. . •* 


The inauguration of the Metropolitan Clearing resulted in banks 
situated in a greater area in «thS*Metropolis, having all cheques 
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drawn upon them collected directly through the Clearing House. 
As this arrangement meant that a much larger number of branch 
banks than hitherto would be enabled to have cheques upon them¬ 
selves cleared the same day, it is obvious that more messengers 
would be required to present those cheques to the banks on which 
they were draftn. 

The Clearing House messengers are given “ walks,” and they are 
required^o deliver tlfe cheques as quickly as possible to the branch 
banks upon which they are drawn, choosing first—as far as con- 
veiiient—thostf branches having the largest number of cheques 
lrawn upon them. 

It may be observed that for a Town or Metropolitan cheque to be 
lcfired the same day, it must be received and paid as between these 
wo clearings. To illustrate this, if a cheque was paid in by a 
:ustomer of London County, Westminster and Parr’s Bank, 
Linptcd, Cannon Street Branch, drawn on, say, Lloyds Bank, 
Limited, Law Courts Branch, such cheque would lie cleared the 
same day, as the receiving bank is in the Town Clearing, and the 
paying bank [i.c., Lloyds) is in the Metropolitan Clearing, 'fhis is 
no doubt quite obvious, but the example is given to show clearly 
to those who have had no practical experience of the clearance 
of cheques the difference which exists between it and the following 
instance. 

Suppose a customer of, say, Barclay & Co., Limited, Norwich 
Branch, paid in a cheque, drawn on Williams Deacon's Bank, 
Limited, Westminster Branch. Now this cheque would be marked 
as the branch on which it is drawn is in the Metropolitan 
Clearing. As regards the customer at the Norwich baric, the clear¬ 
ance'would take plijee as under, 'if the cheque was paid in at 
Norwich on a Monday, the ‘bank there would send it forward (with 
other cheques) tcrits Head OfSfe by the evening post for clearanqp. 
It would reach London’on the Thesday morning, and would be 
presented for payment to^Williams Deacon’s Bank, Limited; West- 
minstpr Branch,.through the meditrtn of the Metropolitan Clearing 
messengers as previously described. 

. ihus.wltllough the'cuStomer of the Norwich bank in the first 
place receivesfc clique on a bank ip the'Metropolitan Clearing, he 
will not know whether it is paid or not until the Wednesday. If he 
called at his bank Bn the Wednesday morning and was informed 
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that the cheque had not been returned, he could assume that it 
had been* duly paid. 

The foltewtng extracts taken from the Clearing House rules for the 
conducted the Metropolitan Clearing, lifay be read with advantage— 

" The Metropolitan Clearing to open at 9 a.in. on ordinary days 
and f^45 a.m. on Saturdays. Drafts on the Brunches of the Clearing 
Banks included in the Metropolitan dealing area to be received 
not later than 10.30 a.m. (Greenwich time) on ordinary ^ays and 
9.50 a.m. (Greenwich time) on Saturdays. 

" It is requested that the first delivery be made immediately onjhe 
opening of business, subsequent deliveries at frequent intervals, 
and that every effort be made to avoid heavy deliveries at the last 
moment. . . . 

" Returns in the Metropolitan Clearing must be delivered at the 
Clearing House through the afternoon Town Clearing at the earliest 
possible moment, but not later than 4,5 p.m. on ordinary day^and 
1.30 p.m. on Saturdays.” • 

Tiu^gencral rules of the Clearing House arc also applicable to the 
conduct of the Metropolitan Clearing in so far as they apply. 


The Country Clearing. 

A further division of the clearing system is known jis the "Country 
Clearing.” It plays a more important part in the conduct of the 
business and commerce of the country than does the Town Clearing. 
The principles of the Country Clearing are*practically the same as 
those already described. 

The Couiftry Clearing was established in 1858. Previous to thAt 
date, country cheques were presented for paya»*nt through the post 
direct to the bank on which they were dfavvn, and a draft on a clear¬ 
ing banker was sent by return in payment. Sinffl the above year, 
however 4 country cheques have* passed through the Clearing House 
by the medium of the* Clearing Agent* of thqse cyunt(y banks 
whose Head Offices are not in 'the Pearing*Hous« In the case of 
those country banks whose Heads Offices are membese of the Clearing 
House, the country banks wUl remit tlie Cheques tlirodfh their* 
Head Office for clearance, Wi\pn cheques jre*scri!*ftom country 
banks to Clearing Agents for collection, they are crossed by the 
former to the latter, as shown.oirthe next page. 
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f 

Ss.t'j 


y $ 

■$ * y 
■ijf 

Wf 

V V V 

jftJ 

*■ ^ V 

% 3 ?* * 


In thofirst of the above imaginary crossings, X Y is the country 
bank that has received the cheque, and its Head Office not being 
a member of 'the Clearing House, the country bank crosses tire 
cheque to its Clearing Agents, the Z Bank, All country banks do 
not of course, cross the cheques which they send forward through the 
' Country Clearing in precisely the same manner as given in the above 
examples,* Some cross such cheques with slightly different wording 
froiji either of the above examples, but the purport of tiie crossing 
is tlfc same in all cases. 

In the case of country branches of clearing banks sending up 
cheques for clearance through their Head Office, the crossing is 
* after the following manner— 



Thq Country Clearing commences, at 10.30 a.in, and is usually 
completed by aboufsl2.30_p.nl. A greater portion of the work 
of the Country Clearing is' carried through at the offices .of the 
various clearing Sanks tlym al*the Clearing House itself. 

When’the cheques are received in London for clparance, /.hey are 
sorted according to the 'Arriowi Cl^aring^ Agents, listed, and the 
totals "entered in* the ‘* out-clearing books." The Various banks 
then exchange eheque^ foj the purposed! arriving at the balance 
'as between eaqji other. For instance, LJoyds Bank will hand to 
Deacon’s Bant the’eheques it holcte’on that bank, whilst Deacon s 
Bank will hand to I^oyds Bank, m exchange, the cheques it holds 
on Lloyds, 
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The Country Clearing is settled in a similar manner to the adjust¬ 
ment 41 clearing balances explained earlier in this chapter. It is 
to be notod, tiowever, that the balances as between the various 
clearing banks are not transferred till the third day, as it is necessary 
to forward the cheques by post to the country banks upon whom they 
are drgwn for payment. This is done by the clearing agent (or 
Head Office as the case may be) of the country bank which sent the 
cheques up for collection. 

All cheques presented through the Country Cleari%' must bear 
across their face the name of the presenting bank, and the name 8f 
the London agent also. See the example already given. 

In accordance with the rules of the Clearing House— 

" Any country bank not intending to pay a cheque sent to it for 
collection, to return it direct to the country or branch bank, if any, 
whose name and address is across it.” • 

Let us make this clearer. When a country bank receives b> the 
morning's post a cheque through the Country Clearing drawn upon 
it by ong of its customers, if the country bank does not intend to 
pay the cheque it must be returned direct to the branch bank named 
in the crossing, and not to the London Agent or Head Office as the 
case may be. Thus, the Nottingham Branch of the C D Bank 
receives two cheques by post through the Country Clearing, crossed 
in accordance with two imaginary crossings, viz.— • 


(“) 


/ 

v 


/ 


£ 0 " . 4 ? 

// V s 


A O' 


I 


(>>) 


y 


* * >v 


Should the Nottingham bank not pay the _two cheques, it will 
" mark ’’ them (».«., place thl reason for son»ffeymenC*the^on)» 
and return one cheque direct to the X Y Bank, Cambridge,and not 
to the Z Bank, which is the Clearing Agent of I fie X Y Bank. 

In the case of the second cheque, it ^rill be returned direct to the 
A B Bank, York, and not to the *Head Office of that Bank. The 
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second style of crossing Is, of course, placed on cheques by a branch 
bank whose Head Office is in the Clearing House; whilst the first 
crossing is that of a country bank, the Head Office of which is not 
in the Clearing House, and which consequently appoints a clearing 
bank to carry*through the clearances. 

Instruments nqp passed through the Clearing House. 

In dialing with the Clearing House so far, we have referred to 
cheques as Jjeing the instruments that are passed through the 
(Tearing. It may be stated, however, that in the case of the Town 
Clearing, acceptances and dividend warrants may be passed through 
in addition to cheques. 

As regards the Country Clearing, cheques or drafts with documents 
or receipts attached, cheques payable in the Isle of Man, Channel 
«• Scilly Islands, acceptances, promissory notes, drafts drawn in 
foreign currency, and drafts to be paid under advice, must not be 
remitted through the Country Clearing, but sent direct for collection 
to the banks where they are payable. s 

Cheques not passed through the Clearing House. 

Whilst the great majority of cheques that are drawn by customers 
of banks pass through the Clearing House, <fnd are applicable either 
to Town Charing, Metropolitan Clearing, or Country Clearing, 
according to the situation of the bank on which they are drawn, there 
arc some cheques that do not pass through the Clearing House at 
all. The following are the cases— 

(а) When a person draws a cheque on his bankers, and the payee 

- takes it to the bank on which it (s drawn, and recehes the cash over 

the counter. 

In this case, the cheque must, of course, be uncrossed. The 
proportion of cheques paid in. this way is comparatively small, 
since most people cross the cheques they issue, and usually refrain 
from doiltg so' only w'hen 'requested by the payee. Even when 
the cheques are issued uncrossed, in many cases the payee will not 
, pro&.'ed to ftie bank on which they sre drawn to obtain the money, 
but wiH.pay them into his own-bank. 

(б) When 'a person draws* a cheque, and the payee pays it into 
y his bank whi'h is situat(d in the same town as 'the drawer's 

bankers. 
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In this, instance, the cheque would generally be paid through 
what is knowji as the “ local exchange.” This is explained by stating 
that, in^ fair-sized towns (other than*those towns already men¬ 
tioned as having a local Clearing House) there is what is known as a 
" local exchange " of cheques. Each day the bJnks make an 
exchange of the cheques they hold on one another, and pay over the 
ascertained difference. Thus, if the A Bankliolds cheques paid 
in by its customers, amounting to £1,100 on the branch of the B 
Bank in the same town, and the B Bank in its turn lias cheques 
paid in by its customers drawn on the A bank in the same town To 
the extent of £1,050, the B Bank will pay £50 to the A Bank in order 
to settle the difference. 

These differences in some towns are paid in coin or not$s up to 
£50, but beyond this sum, a draft on London is given in settlement. 
In other towns a draft is only issued when the difference excels 
£100. The custom varies on the matter of the payment* of differ¬ 
ences arising from the local exchange of cheques. A branch of a 
non-clearing bank will draw the draft on its London Agent, whilst 
the branch of a clearing bank will draw on its Head Office. 

(c) When a customer pays Mo his bank a cheque drawn on another 
bank situated outside the town, and requests his banker to send it 
forward specially and ascertain the fate by wire. , 

This is sometimes done in the case where a retail dealer gives an 
order for goods to a wholesale house, and sends a country cheque in 
payment. If the retailer is a new customer and the wholesale 
house has veg? little information as to his means, it not unnatu¬ 
rally desires to know whether his theque is “ good^before despatch¬ 
ing the order. The wholesale house, therefore, requests its bankers 
to send the cheque forward direct to thf Jiank on which it is drawn 
with a prepaid wire attached. By this meanS, the wholesale house 
will know the " fate ” of tfie cheque soonej than if it was passed 
through the Country Clearing by the bankers in the* jisual way.. 

There may! of course, be other reasons besides the hyegoing that 
will prompt a customer to ask his banker te ascertain tR? fat# of a« 
cheque by wire, and the banker dill always do so^yhehrequested. 
The detail work in connection with cheques sent forward in this 
manner has been already dealt with i»Chapter V, dhder the heading 
of “ Wiling Fates of Cheques.” 
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It may be added that if the bank that forwarded the cheque is 
a non-clearing bank, it would request the bank on whom the 
cheque is drawn to pay o f ver the amount to its Loiuftm Agents 
That is to say, if the A Bank, which is not a member of th(f Clearing 
House, sends «a cheque direct to the B Bank, the latter will be 
requested to pay the amount to the C Bank, which is the Iiondon 
Agent of the A Batik, for the credit of the latter. 

Wheft cheques tire sent forward direct, the remitting bank will 

also send a printed form after the following manner— 

• 

The A_Bank 

_Branch, 

t 

beg to enclose £_for favour of credit with 

Messrs. C Bank. 


The foregoing is the style of form adopted by a non-clearing bank. 
There is no uniformity in this connection, as each bank has its 
own particular kind of form, but the majority of them .approxi¬ 
mate to the one given above. In any case, the same kind of form 
would be issued to all the branches of any particular bank, with a 
blank space left as indicated above for the rubber stamp of the 
branch to be impressed. 

It may be mentioned that, in many cases, when a bank is requested 
to send a cheque direct to the bank on which it is drawn, and there 
is a branch of the remitting bank in that town also, the remitting 
bank will usually send the cheque to its branch, to obtain pay- 
■ ment from the bank on which the cheque is drawn. To make this 
clearer: If the Nottingham Branch of the A Bank is requested 
by a customer to obtain the fate—by wire—of a cheque drawn on 
the Brighton Branch of the B Bank, and there is a branch of the A 
Bank, in that town, the Nottingham Branch will send the chSque 
to its Brighton Branch, which will present it to the B Bank at 
Brighton. ° Tltfe Nptt*ingh3m Branch will debit its Brighton 
Branch with the amount of the cheque, whilst the latter—which 
-will SMaii'i the pt’eceeds—will credit* the former. 







CHAPTER Vtl 

bankers’ charges 

General Remarks. 

A considerable portion of a bank’s profit is derived from Charges 
made for keeping the current accounts of its customers. On this 
matter, as in the case of several others we have already discussed, 
there is no uniformity of procedure. Some banks calculate their 
charges in one way, and some in another. In the course of this 
chapter, however, we shall refer to the usual variety of methods 
adopted by the English banks. The chapter will not deal with the 
practice of the Scottish banks in this connection, this being beyond 
the scope of the present work. 

The custom of charging commission on current accounts is now so 
well established throughout the country, that it is very probable 
that such a charge would be legally enforceable against a customer, 
in the event of his refusing to pay the charge on the ground that the 
banker had given no notice that such a charge would bo made. 

Charges for Keeping Current Accounts. 

The general practice of the London banks is to require their 
customers to keep a remunerative credit balance on their accounts, 
and in these instances no charge will be made for keeping (lie account. 
If, however, the balance should be too small to be remunerative, the 
bank will make a charge of, say, {1 Is. per annum for keeping the 
account. The amount to be charged under these t'frcumstanccs will 
vary. In some cases it will be more than the amoqjjt above indi¬ 
cated, and in others it may be less, It not.possible to statj any 
fixed sum v(hich will,be charged on accounts where a remunerative 
balance is not maintained, % as each blnk flas its own particular 
customs in this respect. Generally speaking, however, a propor¬ 
tionately heavier charge will We made whcn,anyrccoui!t-h wgpked 
on a very low balance. 

With regard to the expression '* remunerative*Balance," this, of 
course, implies an account on which^a balance isrfnaintained ol a 
character remunerative to the batik. That is to say, the bank is 
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able to keep the account free of charge, since by having many qf these 
accounts on its books, it is able to employ the funds profitably in the 
usual channels of bankers’ investments. When opening in account, 
the new customer can ascertain from the manager what balance it 
will be necessary to maintain in order that no charge shall be made 
for keeping the account. This information, therefore, will constitute 
what the bank loaks upon as a " remunerative balance.” The 
manager may name £50 as the minimum amount in this connection. 
Different banks have their own rules on this point, and it is not 
possible to indicate any minimum sum which is adopted by all 
the London banks. 

r This charge for keeping current accounts will be entered in the 
customs’s pass-book each half-year on 30th June and 31st Decem¬ 
ber respectively, on which dates most banks balance their books. 
Sbme banks enter the amount as " Charges,” whilst others term it 
" Commission.” 

It is not the usual custom of the English joint-stock banks to 
allow interest on the credit balances of current accounts. In cases, 
however, where a very substantial balance is maintained, a manager 
may allow the customer some interest, but it is usually quite a mat¬ 
ter of arrangement. The interest would in all probability be allowed 
by the manager, if the customer showed some inclination to withdraw 
the account oh the plea that the money was lying idle. The foregoing 
remarks dealing with the allowing of interest on current account 
credit balances are more applicable to the banks in the provinces, 
and hardly apply to London. 

Instead of making a more or less fixed charge for keeping current 
accounts, there ^are a good many'banks which base their charge 
upon the " turnover ” pf the account. The “ turnover ” of an 
account is th^Jerm used by a bank to denote the total amount of 
cheques (and bills) debited to a furrent account during the bank's 
financial period. The charge on the turpover is \ per cent, in some 
banks, and in cithers jt is J per cent. The amounts due to the bank 
in these instances arq ascertained usually at the end* of June and 
Decibel/ ‘‘The Various current accounts are debited with the com¬ 
mission, whilst the commission account of the bank is credited with 
the total. It is not the custom of banks to state in the pass-book 
at what rate commission is charged, but the information will be 
given by the bank on application by the customer. 
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Calculation of Interest. 

We have f seen that in some cases, as a matter of arrangement 
(and usurjly in the provinces), a banket* will allow interest on the 
credit balance of a current account. The interest is calculated on 
the daily credit balances, and in most instances will be at 1 £ per cent, 
below ftank Rate. As the Bank Rate alters from time to time, it 
follows that the customer will not receive interest at a fixed rate, 
but at a fluctuating one. In cases where interest is allowed on credit 
balances, it is usual to charge a rate on the turnover in some casijj 
£ per cent, and in others J per cent. Some banks enter the interest 
and commission separately in the pass-book, but the usual method 
is to deduct one from the other and term the entry " Interest and 
Commission." 

We will now take an imaginary account in a banker’s ledger, and 
proceed to arrive at the interest due to the customer, together 
with the commission on the turnover due to the bank* In the 
following example, we will assume that the. customer has informed 
the bank manager that a minimum balance of, say, £50(1, will be 
maintained on the account, and accordingly the manager has 
agreed to allow interest on the daily balances. (See next page.) 

From this account, ft will be observed that the bank ledgers 
differ somewhat from those used in commercial houses? The intro¬ 
duction of a " Balance ” column is very useful, as it enable's one to 
see at a glance what the balance of an account Js, without the neces¬ 
sity of adding up the entries in the debtor and creditor columns and 
then taking the difference. 

In the first place, we will deal with the question of the interSst 
due from the bank to the customer. Ln accordance with the 
arrangement made by the local manager, the bank has agreed to allow 
the customer interest at 1 £ per cent* below Barflc Rate, on the under¬ 
standing thet a minimum Jaalance of £500, is maintained og the 
account. 

To proceed*with the working of the" interest, we find that from 
31st December to 5th January there will bd fivf "days’ mterdft on ■ 
£572 3s. 9d. due to the customer! Instead of wprkirifenlut what 
five days' interest on £572 3s. 94 would be, the banker's ledger 
clerk merely places the number o^ days in the colifmn reserved for 
that purpose. He then multiplies the number of days by the 
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amount, when the product will be 2,860, i.e., 572 x 5, This figure 
is then extended into the second or "creditor" total column, 
as it has to*dcal with interest due from the bank. It may be men¬ 
tioned tlftt, in working interest, bankers do not count sums under 
ten shillings, but amounts over ten shillings will be reckoned as one 
pound.. In our example, then, the amount will be taken as £572. 
We will now take the next amount. The balance on the 5th 
January became £514 13s. 9d., and remained at that figureuhtil the 
3rd February. Therefore the interest due to the customer will be 
on that sum from the 5th January to the 3rd February, namel/, 
twenty-nine days, which will be extended into the proper column 
as shown. As in the previous instance, the number of days wi'l 
be multiplied by the balance-, and the total extended, namely, 
14,935, i.e., 515 x 29. The same process will be repeated with 
each balance as shown. • 

In calculating the number of days in cases like the above, tile 
date from which the number of days is being reckoned is excluded, 
whilst t(je day to which the calculation is being made is included. 
We can readily prove that the days have been correctly stated in 
detail, since the total days from the 1st January to the 30th 
June is 181, both days inclusive—provided the year is not 
leap-year. 

The figures extended into the total column (which arc merely 
multiplication sums, as already noticed) arc termed " decimals" in 
banks. As a matter of fact they are not decimals at all, although 
bank afficials refer to them by that name. 

Having made all the necessary extensions, the total “ decimals ” _ 
is found to be 106,999. In order to find the amount of interest 
due to Mr. Henry Jones, all the bank will do is iffTurn up a book 
specially prepared to show the answers to totals ofj' decimals." 1 
For the sake of simplicity, we vvill a&ume.that the Bank Rate 
remained unchanged at, say, 3J per cent, from the 1st January to 
the 30th June. The rate To be allotted Mr. Jones is, *s already 
stated. 1| per cent, below flank Rato. Therefore, the interest’to 
be allowed will be 2 per cent. cSi " decimals," ampuntinglo 10^999. 

’ The book used in a good many I&rtks is Balance 'fime Interest Tables, 
by T. Rought Jones, of the Manchester and Liverpool District Banking 
Company, Ltd., published by Bemrose Aakais, Ltd., Hign lfolburn, London, 
W.C.1, and Derby. * 
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On turning to Balance Time Interest Tables, to the page headed 
2 per cent., we shall see it stated that— 

100,000 = £97 
0,999 = 7 8 

106,999 = £5 17 3 

Therefore, the iuttyest due from the bank amounts to £5 17s. 3d. 

Thi* method of working interest is a very convenient one, for 
all that has to be done is merely to multiply each balance by the 
number of days as shown, extend the " decimals,” and then find at a 
glance, from the book already mentioned, what the grand total of 
“ decimals ” will equal in pounds, shillings, and pence. Of course, 
the result could be arrived at by working out simple interest by the 
usual arithmetical method on each balance for the various number of 
days. '1 his, however, would be a laborious process—particularly 
sb in a bank, where the number of accounts and volume of work to be 
accomplished render it essential that a quick method of working 
interest should be adopted. 

We have assumed that no change took place in the Bank Rate 
during the period covered by the above specimen account. In an 
example to be given later on in the chapter, wc shall show how a 
change in the Bank Rate is dealt with in working interest on current 
account balances. These changes have not been considered up to 
the present, in, order that the example given may be the better 
understood. 

It will be observed that when we multiply the amount by the days 
[e.g., 572 x 5 = £2,860), this product signifies that the customer is 
entitled to one day’s interest on £2,860. This, of Lourse, is equal 
to the five days*tntcrest on £572. The simplicity of the method is 
apparent, since in the example already given, the required answer is 
merely one day’s interest on the total products, namely, £106,999, 
which answer we can obtain as mentioned above. 

Oil, nert step is to fit id the amount of commission due to the bank 
on the turnover of the account. In tfiis case we wil' assume that 
^ the ^ate f.hlrged tyy the bank is | per cent. On referring to the 
account,^wp see that the cheques debited during the six months 
, amount to £232 (disregarding shillings and pence), and J per cent, 
on this sum is ,11s. 7d. This amount is deducted (see account) 
from the interest due to the customer, when it is seen that the net 
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sum to be credited to the account is £5 5s. 8d. Accordingly, the 
bankel credits the account with £5 5s. 8d„ strikes the balance 
at £631 7*. 4d., and rules off the account as shown. Most banks 
would eRter the net sum in the pass-boo® thus," Interest £5 5s. 8d." 

With reference to the credit items in the above account, it may be 
state4lhat there are some banks which enter the total of a paying-in 
slip in their ledgers as “ Cash,” not showing Uie separate total of 
cheques (if any). On the other hand, there are many banks which 
state the amount of cheques apart from the cash ; that is to say, 
they will denote in the ledger the total cheques as appearing upan 
the customer's paying-in slip. This is of some importance, because 
the banker can see at a glance what portion of the balance of the 
account is uncleared, and a customer is not allowed to draw against 
cheques before they are cleared, unless there is some agreement on 
the point between himself and the bank. There are some baijks 
which also note in the ledger the totals of the different classes of 
cheques paid in, i.e„ Town, Metropolitan, or Country, 3s the case 
may bj. Of course, where a substantial balance is always main¬ 
tained on an account, and such balance consists of items that have 
been duly cleared, it is not so important that the total of cheques 
paid in should be stated separately. A banker will, however, 
keep a watchful eye bn an account which is fed by cheques only 
(more especially in the case of a new account), as if he paid against 
uncleared cheques, and any of them were subsequently returned 
unpaid, it might conceivably place the account heavily in debit, 
since, of course, all cheques that are dishonoured are at once debited 
to the account of the customer who paid them in. 

We will now take an example of the manner in which interest is’ 
calculated on an overdraft. In the account on prt27,‘Mr. George 
Wilson having deposited with his bankers approved securities, is 
granted an " overdraft limit," of, say, £300. # That 8 to say, he may 
overdraw his account to a maximum amount of £300. 

We will assume It has 96en arranged that the above fustamer is 
to pay intejgst on the ovePdraft at 1, per ceftt. abetfe Bank Rate 
with a minimum of 4 per cent. In other words y .v,'hat*vqf theBank 
Rate may be, Mr. George Wilsqn will pay interest at 1 pw cent 7 
above that rate, except that the ijiinimum rat»-of infeflest is 4 per 
cent. Therefore, if Bank Rate is 2\ per cent, the rate on the 
overdraft will not be 3i per serft*. («.<„ 1 per cent, above Bank 
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Rate), but the rate charged will be at 4 per cent., which is the 
minimum. ' 

On turning to the specimen overdrawn account, we oVserve that 
the limit of the overdraft *s stated at the head of the "account, 
together with, the rate of interest. These particulars will 
generally be written in red ink to make them distinctive. , 

The procedure adapted in order to arrive at the amount due to the 
bank vwll, in the main, be similar to that already explained with 
regard to interest on credit balances of a current account. 

•In the first place, we shall take the number of days’ interest on 
each balance, and extend the " decimals ” in the usual way. Such 
extensions, however, will be made into the first column as they 
represent interest due to the bank. As the total number of days 
amounts'to 181, the individual numbers have been correctly stated, 
since there are 181 days from the 1st January to the 30th June, 
both days inclusive—provided the year is not leap-year. 

Now in‘the foregoing example, we shall have to deal with the 
alterations in the Bank Rate, since the rate of interest on ttye over¬ 
draft will fluctuate in accordance therewith. We will assume, 
therefore, that on the 31st December the Bank Rate was 3 per cent., 
and the changes were— 

On 26th January raised to 31 per cent. 

„ 29th March „ ,, 4 ,, ,, 

„ 21st June ,, ,,41 „ „ 

Therefore, the interest due to the bank will be from 31st Decem¬ 
ber to 26th January at 4 per cent., and as the rate changed on that 
day to 3J per cent., the rate will be 4£ per cent, to 29th March. On 
tha^xlate the Bank Rate changed tp4 per cent., and'therefore the 
rate will be d pcITSnt. until the 21st June, when the last change took 
place. On that day the Bank Rate became 4J per cent., and there¬ 
fore from that date untjl 30tlr June the rate charged to the customer 
will be' 51 per cent. 

We must.,obviously e*iend«the total dt the " decimals ” for each 
of the above-flamed [Jeriods. .On turning to the account we shall 
see that we have to find tvhat the interest! amounts to on the following 
r " decimals " at the rates stated— 

r -SDn 7,292 at 4 per cent. 

„ 14,073 „ 4J „ „ 

■ „ 16,988 „ .S „ „ 

„ 2,139,, Si *„ „ 




Add J 0 o on turnover 
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Now all we have to do is to turn up the book used in banks for 
working interest by this short method. On referring, tlterc'fore, to 
Balance Time Interest Tables, we find that the « decimals ” 
amount to the following— * 

Op tilt* page headed 4 per cent. 7,292= lti 0 

.41 „ „ 14,073 = I 14 8 

5 „ ,, 18,988 = 2 8 7 
, „ ,. 51 „ „ 2,139= 6 5 

£> 3 8 

• Thus, the interest on the overdraft in respect of the h;t!f-ycar 
under review will be £5 3s. 8d. 

Usually a bank will also charge a commission on the turnover. 
In this case we will assume that J per cent, is charged. On referring 
to the flccount we shall observe that the turnover is £255 3s. 6d., 
apd J per cent, on this amount is 12s, 9d. Consequently this sum 
lltust be added to the interest, and it will be seen that the total 
amount due to the bank is £5 16s. 5d. This sum is debited to the 
account under date of 30th June, the balance struck at £297 4s. 8d., 
and the account ruled off. 

It may be mentioned that in some banks it is the custom when an 
account is overdrawn, to extend the balances into the " balance 
column ” in red ink, so that a distinction mUy be readily made from 
accounts tlu^ are in credit. 

In the foregoing example of an overdraft on current account, it 
will be observed that—*in accordance with the methods adopted in 
some banks—the amounts of cheques paid in have been stated sepa¬ 
rately. For example, in the entry on 26th January, £68 10s. 7d., 
thjf cheques amount to £55, as shqwn. The difference between this 
latter sumd-iiS file total amount paid in on that date will represent 
cash or its equivalent. 

In some caffs, instead ok an overdraft being granted on cuicent 
accoifnt, a bank will open a loan*account which is debited with the 
sum advanced.. The method in which fifi account of this description 
is worked wfil*be dealt with fji a later chapter dealing yith advances 
by bpnkefs. 

^ Interest* dn RJonthly Balances'. 

There are a few banks which allow interest on credit balances of 
current accounts (monthly), pfo'iided the balance is not reduced 
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below a certain fixed amount, which, of course, varies with different 
banks! fn these instances, interest is worked on the “ minimum 
monthly balance,” and such balance will be the lowest sum standing 
to the cfcdit of the account during the month ; since it is the lowest 
sum appearing on the account during the month, thjjt the bank has 
had tlje use of during the whole month. In the case of the compara¬ 
tively few banks which adopt this method, tly; rate is generally a 
fixed one, and does not fluctuate in accordance with the cliangcs in 
the Bank Rate. 

Having discussed the calculation of interest on current accounts, 
we can proceed to a brief consideration of other charges made by 
bankers. 

Postages. 

There are some banks which debit their customers' current 
accounts with disbursements by way of postage. In these caies, 
the amount expended according to the postage book will V debited 
to the yirrent account. The total amounts debited in this way are 
credited to the bank’s postage account. 

In some banks, instead of debiting the current account with the 
amount expended on postages, the sum will be compounded in the 
inclusive fee charged* for keeping the account—either 10s. 6d., 
£1 Is., or more, according to circumstances. 

Accepting Bills. 

Sometimes a bank will, by arrangement, accept bills on behalf of 
its customers. For this service, the customer’s current account 
will be debits with the commission, and the amounts earned upder 
this heading are credited by tllfe bank to its co.tflfffesffin account. 

Isgue oi Cheque Books. 

The stamp duty, two pence for each cheque, is debited to a 
customer when a new chetjfle book is handed to him. Aj’ocM many 
companies jnd firms have special gieques ; that«ts; the cheques 
bear special printed matter, and the cost of sup{ilyingtj}i£qu<Lbooks 
of this description will be debited to the customer. The total sum£“ 
debited in this way will be cred'tjd by a banhJo its Ranting and 
stationery account, and so reduce the expenditure by the bank under 
that heading. 
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It is legal for a customer to draw on his banker a cheque made 
out upon a sheet of paper (bearing a postage stamp to th'e value of 
two pence), but the practice is a most undesirable one, and bankers 
very strongly discourage it. 

Sale and Purchase ol Securities. 

A bank will purchase or sell stocks or shares for a customer. 
Banks employ their own stockbrokers (who are, of course, members 
of the Stock Exchange) to carry through these transactions. It 
should be noted that it is customary for banks to halve the com¬ 
mission with brokers. In other words, when a bank gives a broker 
a$> order to purchase stocks or shares for one of the bank’s customers, 
half of the broker's commission comes into the possession of the bank, 
and is duly credited to its commission account. 

As a result of the very large number of branch banks with which 
tl!fc country is now intersected, a considerable portion of the invest¬ 
ment business of the community passes through banks ; for there 
are many persons having banking accounts who prefer to Jransact 
their investment business through their branch manager, rather than 
by dealing with a stockbroker direct. 

It may be mentioned that the managers of most banks are 
mider instructions from their head offices not to advise customers 
how to invest their funds. When a customer desires to invest 
money, and informs the manager of the return expected, the latter 
will communicate wit 1^ his head office, which in its turn will obtain 
from the bank’s stockbrokers a list of suitable securities which will 
.be forwarded to the branch for the customer’s consideration. 

If has been decided in the recent a’asc of Banbury v.*Bank of Mon¬ 
treal, that not primd facie a right of action for negligence 

against the bank if the customer who acts upon their advice is 
unfortunate inliis speculations. Each case must depend upon* its 
speciaf circumstances; but it is very unlikely that any,bank will 
increa#> it* liabilities by anj» action on Its own part. 

Registrars, or blocks ana onapea. 

Several oi^the more important, banks (particularly in London) 
act as registrars of^overnments.or companies. In some cases the 
bank is paid by tye transfer fees received, and in others it receives 
a certain agreed sum for the work* 
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Compiission on Scotch and Irish Cheques. 

Customers are charged commission by their bankers for collecting 
each Scotch or Irish cheque paid in. • There is no fixed scale of 
commission in this connection, as each bank has its own list of 
rates. The divergence is, however, comparatively Slight, and the 
followTng is a fair average of the rates usually charged by English 
banks— 


Not exceeding.. 

1,5 .. 

.. 3d. 

Exceeding £5 and not ex 

‘.('cOinf. po .. 

.. 4d. 

fio ,. 

, ISO .. 

.. 6d. 

„ f50 ,. 

/> .. 


P5 „ 

/too .. 

.. Is. 


The English banks are charged a commission by the Scotch ami 
Irish banks for cheques remitted to the latter for collection^ These 
accounts are adjusted between the banks half-yearly, and the rate 
charged to the English banks is reckoned at so much per cent.y- 
i.e., on every £100 of cheques remitted. The commission charged 
to the English banks is less than they charge their customers who 
pay in*Scotch and Irish cheques. Consequently the banks in 
England make a small profit under this heading, which therefore 
recompenses them for the extra trouble they are put to in the 
collection of these cheques. 

There are some banks which charge the customer with three 
days' interest on Scotch and Irish cheques paid in, for the reason 
that the current account is credited three days before the English 
bank receives credit for the proceeds of the cliques; in other words, 
the customer has the use of file money three days before bis bank is 
credited. Oi^the other hand, it should be mentioned that there are. 
some banks which do not credit the amount of Scot ch and Irish 
cheques to an account until they are actually paiuT 


Unclaimed Balances. 


As this .chapter has de^t with some of the sources of profit of 
a banker, it may not be altogether dut of place to maitidh here 
the dormant profits—if they may be so called—arising from the 
balances of customers lying *at bankers w^iich/are ulW&imgi, It 
has been already pointed out that if a customer doe* nqt operate 
upon his current account for a period of six yearCa banker is legally 
entitled to retain the funds that li£ holds as his own. In practice 
a banker never inquires for claimants, but if they appear he will 
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not avail himself of the plea of the Statute of Limitations. t If £ good 
title is made out he will at once refund the money. Owing to 
unexplained disappearances ,'ind other causes, there can be 90 doubt 
that the unclaimed balances lying at the various banks amount to 
very large sulns. Various suggestions have been put forward 
as to their disposal, the principal one being that the money Should 
be handed over to the Public Trustee for national purposes. 

Miscellaneous. 

^ This chapter has dealt with the main points of bankers' charges, 
but there are, of course, others sometimes made. They occur, 
hftwever, with less frequency than those already dealt with, and for 
that reason, therefore, it is not necessary to deal with them in the 
present work. 

Jt must not be supposed that a banker charges for all the services 
he rendersrhis customers. Indeed, there arc some instances in which 
bankers undertake work for which they receive no payment what¬ 
ever. In a later chapter we shall discuss those instances of‘Services 
rendered for which no charge is made to customers. 



ChAl'lliK Vlil 

LOANS BY BANKERS 

Introductory Remarks. 

Sufficient has already been said in earlier parts of this volume 
to indicate the delicate task of a banker with respect to the granting 
of loans—one of the most important parts of his business. It is 
in this department that banking genius is most dearly shown, and 
it is for that reason that bankers need to be shrewd men of 
the world if they are to succeed. But, above all, they must be 
first-rate judges of character. 

It would be absolutely impossible to attempt to formulate <a 
body of rules which should guide bankers in this parfr of their 
business. It does not require a genius to be able to form a compe¬ 
tent opiftion as to the amount of a loan which can be advanced 
with safety when valuable securities are deposited in order to cover 
the same. Unless the securities are of a fluctuating character, 
that is, unless their value is likely to rise and fall to a considerable 
extent, the main consideration is as to the profit which the banker 
hopes to gain out of the transaction. He calculates’ the interest 
he requires to make over the matter, leaving a certain margin to 
meet chance emergencies, and the loan which An he safely advanced 
is arrived at to a nicety. It is clear, however, on very slight con¬ 
sideration, thaj if that was everything which had to be taken ipto 
account in the granting of loans! there would arisg<ii.Vi*d of com¬ 
petition amongst banks as to the rates «f interest to be charged 
by them in respect of loans, and the gjeater the number of banks 
the keener would be the competition, and ftie easier the rate of 
interest. But that has notuiome about, owjpg to the large number 
of bank amalgamations during the last few.year%*»3ne control 
of the capital employed in baijking is how in the hand^of a limited 
number of joint-stock banks and a few pi Vat embanks, and Ihese 
existing corporations have • apparently arrived^at £>i»i settled 
policy among themselves, and competition is not so rife as it might 
have been under other conditions, 

Until quite recently it was the practice for a local banker to act 
133 
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mainly upon his own knowledge and to trust to his own good 
common sense when asked to make an advance to an Individual, 
whether a customer or other person. If a banker knewhis business 
well, he could judge of the local conditions of trade afid of the 
commercial standing of the would-be borrower, and when he was 
satisfied that he could make an advance without much riskjie was 
often willing to do,so with little or no tangible security to support 
him, Iteing convinced that the borrower would not lightly risk 
his reputation and financial ruin, and that the trading conditions 
s/ere such as to make it extremely improbable that a loss would 
be sustained in the long nin. No doubt there was a certain amount 
of risk run, and occasionally the transaction might turn out dis¬ 
astrously. But the multitude of the transactions and the proper 
caution of the hanker would still leave an ample margin of profit 
upon the whole. Many a business lias been saved from ruin in 
t'fie past by such a policy, and now and then local managers are 
still ready to run a certain amount of risk in this direction. But 
on the whole this cannot be taken to be a correct idea o^ modern 
banking so far as loans are concerned. Reference lias just been 
made to modern banking amalgamations, the many small banks 
in the country districts having been swallowed up in the great 
houses which have their head-quarters in London. It is the 
policy of the head office which now rules the country branches 
with more or less rigidity, and though a local manager may regret 
that he is not allowed to exercise his own personal judgment in 
many directions where he thinks that lie can perceive that -there 
is an excellent stroke of business to be done, it would never be safe 
foCa great corporation to allow .too great a freedom to its sub¬ 
ordinate oTTICLTR, otherwise it might easily find itself in great 
difficulties. The heavy responsibility for the old-fashioned loans 
must be taken by the head office alone—the branch office must 
idhere to the general rules in this as in other matters. t 
On# w«d in gcnenti as do loans tty bankers. Owing to the 
obligations liUpused upon tin! bank, in the ordinary wa.y, to be able 
to repay ths* money deposited by its* customers on demand, if the 
iccount is a .current one, and after a specified notice, if the account 
s a deposif one, nothing should tje done which would have a tendency 
to lock up the (unds of a bank for an indefinite period. In 
other words, a banker who advances money should be able to call 
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it in with as little delay as possible. In the same way the securities 
should be'as widespread as possible, for it is well known that the 
hurried sala of a large amount of securities of any one particular 
class ma/ cause a sudden fall in the same, and a consequent heavy 
loss to the banker. 

Classes of Borrowers. 

Borrowers are either private individuals or a combination of 
persons. No prudent banker ought to entertain the idea of a loan 
to a private individual, who is not engaged in trade, without security* 
unless he is willing to run the risk of loss. It would be most unwise 
to think of discounting a bill of exchange for such a person without 
the most careful inquiry. It might turn out that the bill was an 
accommodation one, and unless the individual obliged was a*person 
of substantial resources, the money advanced might be utterly 
lost. A banker may, of course, be able to gain a considerable 
amount of knowledge as to the financial status of the Sorrower, 
especially if he happens to be a customer of the bank. But this 
may be deceptive, and the discounting of the bill upon which the 
advance is sought may turn out to be the last of the series of 
desperate straggles on the part of the borrower to keep up a reputa¬ 
tion which he has enjdyed but which has nothing to support it. 
On the other hand, if the borrower is a person engaged in trade 
different considerations will naturally arise. It may happen that 
sudden pressure has caused difficulties, and perhaps the banker may 
be satisfied that a little help will enable the trade to rehabilitate 
himself and put matters straight. It is then that the banker must 
make use of his persona! information and act upon it. In the case 
of a body of persons, provided they are a commSTuaf firm—for 
•uiless they are a commercial firm the same remark would apply 
o them as to an individual not engaged in trade—the chief con- 
ideration jf a banker who is approached as to a loan will lie the 
tanding of the members wilt) composeethe ifrm. As eve'y p&rtner 
a a firm is frimd facie Liable for the.debts ol thesiftfi which ^re 
ontracted in the ordinary way of business^ the^dva^ca made to 
. body of men of undoubted financial ability ft sufficientustification 
»r a loan without anything furthpr. When i* is a cfBestion of 
aaking an advance to a corporate body, other joints need moat 
areful consideration. A corporate Body only exists for the purposes 
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for which it was created. Its powers are not indefinite, as far as 
contracting is concerned, like those of an individual or an unin¬ 
corporated body of individuals. Therefore befpre a 18an can be 
entertained, the powers of the corporation as to borrowing must 
be carefully Aamined, otherwise a banker may find that he has 
been led into a transaction which is ultra vires the corporation, 
and consequently he may be an entire loser. 

The various methods of borrowing will now be examined in as 

much detail as is necessary for the purpose of the banking student. 

• 

Discounting Bills of Exchange. 

• It was mentioned in the first chapter of the present volume that 
this forpied one of the main businesses of a banker. And provided 
the bills are good, it is one of the easiest parts of a banker’s work. 
■£Jie careful reader will bear in mind all that has been said in 
Chapters.III and IV, and'he will recollect that one of the main 
advantages connected with bills of exchange is their certainty. It 
is always known when the bills will be paid in the ordinary course, 
and, provided they are good, that there will be a certain amount 
of money forthcoming upon a particular date. Moreover, the law 
with respect to these instruments is so exact, that mistakes are 
practically impossible, unless there is some fraudulent design 
connected with their issue and circulation. 

At the risk of an accusation of repetition, it must be stated that 
the bills of exchange-dealt with by bankers should be trade bills. 
And for that reason the business of discounting should be” done 
with traders and traders only, unless, of course, a banker is ready 
to"Tun ris ks wit h his eyes open. • Again, it is always safer for a 
banker to deal with inland bills, and to leave foreign bills to bill 
brokers or similar persons. There may be exceptions to this last 
rule, but the banker must then rely upon his special knowledge 
and never act in the way of advances unless he is satisfied as to the 
financial Ibjlity and stability of the person with whom he is dealing. 
1 When a trade bill is brought to a banker, and he is satisfied that 
it is Suchi’thUt is, that i* is the genuine outcome of a trading transac¬ 
tion, and thrt all that is required by the person offering it as security 
is a loan until the bill becomes due, he is generally willing to dis¬ 
count it, the amount charged for the accommodation varying 
according to the state of the money market. It is, of course, 
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presumed that the banker is satisfied as to the standing of the 
customer* or other person with whom lie is dealing. But before 
completing the transaction, the hanky will carefully examine the 
bill to see that it is in order in every respect. It is unnecessary 
to repeat what has been said previously as to thc*form of a bill. 
But the following points must not be overlooked, otherwise trouble 
may arise. In the first place, the stamp must be of the proper 
value, as a bill of exchange cannot be stamped after execution. 
If, therefore, a bill is insufficiently stamped, it is of no value as a 
negotiable instrument, and of no use as a security. In the neft 
place the bill should be dated. The absence of the date is not 
fatal, as by the Bills of Exchange Act, 1882, the proper date maybe 
inserted under certain conditions. Still an irregularity^ of this 
kind is suspicious. Then the date when due should be upon the 
bill. Following upon what has just been said as to the date of 
the bill itself, the omission of the due date is not fatal. Strictly 
speaking, however, from the point of view of practice, it should be 
there, %nd the banker should see to its insertion. 

After the stamping-and the dating have been found to be satis¬ 
factory, the acceptance should be examined. Naturally, a banker 
would refuse to deal with any bill which was improperly accepted, 
or not accepted at all. It muSt then be seen that the amount 
expressed in figures agrees with the amount expressed in words. 
Lastly, the banker should insist upon the endorsement of the bill 
by the person for whom he discounts it. "{his is for the purpose 
of obtaining the additional personal security of that person in case 
of dishonour, for if a bill is dishonoured, the banker, as holder in. 
due course, has a remedy against every person whose name appears 
upon the bill, whether as acceptor, draper, or en3orscr, provided 
the proper steps are taken upon dishonour. t 

When he has at last decided to dj^couift a bill, an entry will b^made 
in the back's “ Di^ount Register," and the bill will be numbered. 
If the person for whom tpe bill is dkcounted is not a* customer 
of the bank) the amount of the bill, less the discoifnl charged,’will 
be placed at his disposal inVhatever way he wished *If he is a 
customer—and bankers mpre often discount bills fer justomers 
than for other persons—the accoiyit of the customer is credited 
with the amount of the bill. The discount charged for the accom¬ 
modation granted will then be debited to the customer. A note of 



138 


PRACTICAL BANKING 


the due date of the bill will have to be made in the book kept for 
the purpose, so that presentation may be made at the proper time. 
This is a most important master, because, if no proper presentation 
is made the drawer and the endorser are relieved from all liability 
on the bill,—though not of necessity on the consideration whicl 
the endorser may have received for the bill—and the banker maj 
have to sustain any*loss that arises if the acceptor turns out to b< 
an unsubstantial person. 

The so-called discount charged by a banker is different fron 
true discount, but it is unnecessary to enter into any details as t< 
this matter. It is, in reality, interest charged upon the amount 
of the bill, the time being calculated from the date of the dis¬ 
counting, until the date when the bill becomes due. The discount 
rates charged by bankers fluctuate naturally according to the con¬ 
dition of the money market. There are two quotations of discount 
rates, the,first being in respect of what are variously known as 
" best bills,” " fine bills, or “ fine bank bills.” The second rate is 
in respect of “ trade bills,” the discounting of which we lyive just 
been discussing. “ Fine bills ” are those drawn upon banks and 
financial houses of unquestionable security; and if the rate of 
discount for these bills is, say, 3} per cent., the rate for good trade 
bills would be slightly higher, say! 3J per cent. Reference to these 
rates is frequently made in the excellent money articles of our 
great daily newspapers, and in more detail in the financial press. 

Of course, bankers sometimes discount bills which do not quite 
come up to the standard of good trade bills. In these instances a 
■ higher discount rate will be charged, as the element of risk has to be 
taken into jroqs. idcration. As regards the rate of discount for good 
trade bills, this is slightly higher than for “ fine bills,” as already 
stated. The difference in the rates is accounted for by the fact that, 
with good trade bills, dhe element of risk, although a comparatively 
slight one. nevertheless has to be taken into account 

Discounting jrronussory notes! 

For the general- purposes of the 'present volume, it has been 
unnecessary-to enter into any details as to promissory notes. As, 
however, it sometimes happens,that a banker is willing to make an 
advance against such a security^ it is now important that the reader 
should have a clear idea of what a promissory note is. By the 
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Bills of Exchange fyct, 1882, it is defined as " an unconditional 
promise *in writing made by one person to another signed by the 
maker, engaging to pay on demand, p at a fixed or determinable 
future time, a sum certain in money, to, or to the order of, a specified 
person or to bearer." , 

Thf common form of such a document is as follows— 

"London, June 18f/o 19.. 

£50. 

“ Three months after date I promise to pay to Mr. Alfred Jones 
or order the sum of fifty pounds for value received. 

“ Thomas Smith." 

The note may be drawn for any time, or on demand, and may be 
made payable to bearer, instead of to order, like a bill of'cxchange 
or a cheque. If payable to bearer it needs no endorsement; if 
to order it must be endorsed by the person to whose order it is 
made payable. If it is made payable " to me or my order," the 
makerjmust endorse it. The maker is the person primarily liable, 
as he occupies the same position as the acceptor of a bill of exchange. 
If the maker does not pay, any endorser is liable, provided the note 
is presented to the maker for payment within a reasonable time. 

A promissory note'may be made by two or more persons, the 
word “ we ” then taking the place of the word “ I.” According 
to the wording the makers may be jointly liable only or jointly and 
severally. t 

One other point must be noticed, namely, the stamp on a pro¬ 
missory note must always be an ad valorem stamp, even though it 
is drawn payable on demand, or at sight, or within three vlays 
after sight. (See page 46.) 

The advance of money by a banker or any other person upon the 
security of a promissory note is really nothing else than a pure 
and simgle personal loan transaction. The banker lencls, the 
borrower promises to rdjtay. For <frea&r security, hotflever, a 
banker wjjl generally require the endorsement *01 "'one or‘more 
substantial persons to whom he may look for rej»ysient if the 
borrower fails to fulfil his prinyiry obligation. # > 

A promissory note is a negotiable instrument 4n the stme manner 
as a bill of exchange. If, then, a customer ,is the holder of a 

promissory «f»tp marlp Viv a thirrt nprsrtn and Hpdreei tn disCOUTlt 
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it with a banker, the same considerations apply as in the case of the 
discounting of a bill of exchange. 

Loans to Bill Brokers'and Stock Exchange " 

Members. 

• 

There is an enormous amount of business in the shape of loans 
under this heading,,and the money that is available at the great 
London* banks for this purpose is often spoken of as the 
" short loan fund." This money which is held available is 
borrowed, in the main, by a body of individuals who are known as 
" bill brokers.” As so much of the trade of the country is carried 
on by a system of credit, bills of exchange of a trade character are 
in existence to a very large extent. The payee being in want of 
money cannot wait for the maturity of his bill, and he must have 
recourse to a bill broker, a man who has made it his special business 
tfdeal in such bills. The brokers buy up as many bills as they 
can, generally at a lower rate than that charged by the Bank of 
England, but as their own capital is often insufficient for the pur¬ 
pose they are compelled to apply to the banks for loans. These 
loans are often made for exceedingly short periods. Sometimes 
the period may extend to several days, but frequently money 
is lent for a single day, and on occasions from one afternoon until 
the following jnorning, loans of this last description being known as 
" over-night money." It is for the bill brokers to study the state 
of the money market so that they may obtain accommodation 
on the most advantageous terms. As a security the bill brokers 
often hand over bills of exchange, but sometimes they deposit 
documents which are known in the market as “ floaters," that is, 
securities tfreharer, such as Consol certificates, Exchequer bonds, 
or Indian railway bonds'as collateral security for the repayment 
of the money at the specified time. It is only recently that certain 
London banks have taken up this particular class of business, 
which‘wac formerly entirely in the hands of the bill brokers. In 
foreign countries the'chief batiks have occupied the sqme position 
as bill broket', for ? long period. 

When largj numbers bf bills are .deposited, the amounts advanced 
we generally in round sums, e.g., £20,000, £50,000, and so on. 

■ There have jujt been indicated roughly what are the kinds of 
securities which bankers require'when loans are made to bill brokers 
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and members of the Stock Exchange. The securities that are pre¬ 
ferred hreftegotiablc instruments, and especially such as are payable 
to bearer-bearer securities, as they are called. The banker must 
think of himself. If he takes negotiable instruments in good faith, 
and gives value for them, he is in an impregnable position if the 
loan is^iot repaid. True it is that in some cases the borrowers may 
have obtained the securities wrongfully, but if tig- banker is ignorant 
of any fraud, if he has no notice of anything being wrong, htfcannot 
be compelled to restore the securities until his debt has been 
settled. The other parties must be left to pursue their own proper 
remedies. Bearer securities are naturally preferred so that no ques¬ 
tion can arise as to forged endorsements. No title can be made 
through a forgery, in the case of bearer securities no title is made 
through any endorsement—the title is complete without the 
endorsement, and the question of forgery does not come in at all. 

But if the securities are not negotiable instruments and arc nSt 
bearer securities, the banker is not so secure in his hoTding. It 
is quite Jruc that he has them in his possession, and that he has what 
is called an “ equitable title," that is, in strict equity and justice 
he ought to be enabled to retain the securities until his debt is paid 
off. But someone else may have the true legal title, and it may be 
that they have been obtained from that person wrongfully. Unless, 
therefore, the securities are negotiable instruments, wljen ownership 
passes by delivery in the manner just named, the legal owner is 
always preferred to the equitable owner, and a banker may be com¬ 
pelled to hand over the securities whether he fias been repaid or not. 

The whole position as to loans on the security of negotiable 
instruments, and as to notice to. the bankers of the nature of qpch 
securities when offered to them, was threshed out in tVWAvell-known 
cases in 1888 and 1892 -Lord Sheffield' v. London Joint Stock 
Bank, Limited, and London Joint Stock lianl^ Limited v. Simmons. 

Shares in public companies are sometimes deposited as security. 
Unless the banker takes cdft to obtaig thcflegal titjc to theft they 
cannot be considered to fie of a satisfactory natufcC The there 
deposit of the share certificates gives the banker jiothjjig more than 
an equitable title, and if it turijs out thaV there have been prior' 
dealings with the shares, the banker may be postponed to the legal 
owner. In order to be quite secure the shares should be transferred 
into the name of the banker or iiftrf the name of a nominee. Again, 
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suppose the Articles of Association of the company require the 
transfer of the shares to be by deed—a very common statb of affairs 
—it is not sufficient for the ( banker to take a blank transfer, as was 
commonly done until a judicial decision of 1893 showed this to be 
illegal, and then fill in the name of the transferee when the occasion 
for doing so arises. A deed requires that the name of the .parties 
to it should be inserted, and if they are not there at the date of 
delivery, no name can be inserted afterwards. Owing to the liability 
which attaches when all calls have not been paid, it is not advisable 
for a banker to accept in any case as security shares upon which there 
is any call outstanding. It is the usual practice for notice to be 
given to the company that the shares have been deposited with the 
bank, the receipt of which notice is generally acknowledged by the 
company. It is scarcely necessary to add a word of caution against 
dealing in any way with shares in companies which are of an unstable 
character. 

The loans to Members of the Stock Exchange are frequently 
renewed from time to time, or from one settlement day to ( the next, 
but it is only stockbrokers of good standing who can obtain large 
loans from the London banks. The rates of interest charged by the 
banks for these loans vary according to the particular state of the 
Money Market. If the supply of surplus mtmey in London is large, 
the rates will.be relatively low, and vice versa. The rates of interest 
charged by the banks in this connection are mentioned from time to 
time in the Money Market paragraph of the financial press, e.g.— 

" The joint-stock banks, as expected, charged 3} to 4 per cent, 
fog the renewal of Settlement loans to the Stock Exchange.” 

Letter o! Charge. 

All documents which come into the hands of a banker in the ordin¬ 
ary churse of his business are held by*him with a special liability 
attaching in favour. He has what is called a lieiv upon them. 
As we h»vet>?een«.’n the case of negotiable instruments which are 
in orde^—whether behrer securities or order securities.properly 
,endorsed—the banker’s title is t complete. As to all others he has 
a primi facie right, and except where the documents have been 
improperly obtained he can exei*cJse his right of lien or his power of 
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detention until the obligation due to him has been fulfilled. It 
must, However, be carefully bome in mind that this lien does not 
extend to valuable articles left for safe custody, etc. These do not 
come into his hands in his character a? banker, and consequently 
the banker cannot retain them in respect of his charges. For these 
he mu^t rely upon his right of action at law. 

But still, many a prudent banker desires some stronger safeguard 
than the mere deposit of documents, and for tflat reason lie often 
takes, especially from bill brokers and members of the Stock Exchange, 
what is called a " letter of charge.” It is unnecessary to say any¬ 
thing with regard to this document, as it explains itself. Here is a 
common form of such a document 

" In consideration of your advancing to me five hundred pounds 
I hereby deposit with you £700 Russian 4 per cent, bonds as collateral 
security for the due repayment of the said loan and interest at the 
rate of 4 per cent, per annum, or at such rate of interest as may be 
hereafter agreed upon : the present market value of the*$ecurities 
is £550.^ This value during the continuance of the loan I engage 
to maintain, and if the market value of the said securities declines, 
I hereby agree to deposit other approved securities, or to pay off 
a proportionate amount of the said loan before its maturity should 
you consider it necessary. 

" Unless I am able to fulfil these conditions I hereby authorise 
you to realise at any time the said securities or any’ part thereof, 
and in the event of the loan not being repaid whert due, I authorise 
you *o deal with the securities as you think cfesirable, so as to repay 
the said loan or any part thereof with interest and expenses. 

" These securities are to cover any other sum or sums of m^ne/ 
for which I may at any time either alone or jointly ;■ '. ; *h any other 
person or persons be indebted or liable tb you while the securities 
or any part thereof remain with you.”* * 

The customer signs this letter of charge, the same being impressed 
with a 6d. stamp, of an adhesive stamj may* be used if it ijj cancelled 
by the customer’s name bSing written across "it by, the* customer. 

Overdraft on Current Account. 

The loans with which we have 0 dealt so far are those of a large 
character, and which are a part vf the mechanism of commerce. 



144 


PRACTICAL BANKING 


But apart from bill brokers, and members of the Stock Exchange, 
there are other people who are in need of loans, and it i« necessary 
to see the practice of bankers with regard to them. It jnust not be 
forgotten, however, what Has been stated as to the classes of bor¬ 
rowers. A joint-stock company only exists for the purposes for which 
it was brought into existence, and the strictest examination must be 
made of its powers before a loan of any kind is advanced, and also 
as to yie regularity of its proceedings. A neglect of these precau¬ 
tions may lead to disaster. As to a partnership, the same rule 
applies as in the case of ordinary individuals. The liability of each 
partner is unlimited—that is one of the main points of difference 
between it and a joint-stock company, as the latter is only liable 
up to the extent of its capital. And of course the liability of an 
individual is unlimited. It will be recognised that the liability 
is a totally different thing from the ability to repay. A man may 
incur liabilities up to millions, and yet be unable to pay a single 
penny. • 

Under modern banking practices no loan in the shape of an 
overdraft, except to a very limited extent, will bo entertained 
without some species of security, and it is our business now to inquire 
into the nature of the securities which a banker will accept. Negoti¬ 
able securities, especially of the character already referred to, 
and share certificates, if they comply with the conditions before 
mentioned, \?ill be accepted, but there are others which are often 
available and acceptable, in addition to the well-known financial 
stability of a custom* which may, within the limitations we; have 
spoken of in the first chapter, be itself sufficient to induce a banker 
•to (jntertain an application for a loan in the shape of an overdraft. 
One additimal precaution may here be mentioned, and that is, 
where any doubt exists as to the character of the security handed 
over, the advice of the bank’s solicitor should be sought before,the 
final «tep is taken. 

Aft^r negotiable docvmenjs and shan certificates, the next kind 
of security 4t;J)e noticed is .that of a life policy. This is a form 
of security against which a banker will be willing to advance money, 
either by way ofloan.'or by granting his customer an over¬ 
draft. Taj *bankgr may require an' assignment of the policy, 
Which is always advisable hnless the borrower is a very 
substantial persori, or he may simply take the policy as a deposit and 
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evidence of the loan. The amount of the loan granted against such 
a security will vary according to circumstances, but in no case 
should it exceed the amountwhich the insurance company would be 
willing to pay for a surrender of the polity. Then there willbc this 
final inquiry by the banker. He will want to know whether there 
are any existing charges upon the insurance company as to the 
policy w^ich has been assigned to the bank as security for an advance, 
and he will request that a notice of the assignment be entered on 
the company's books. The company will then forward to the 
bank an acknowledgment of such notice. For registering assign¬ 
ments, insurance companies charge a fee which the customer will 
be required to pay. The banker will take care to see that the 
renewal premiums are duly paid, so that the policy shall not lapse. 
It may be stated that a banker will require the age of tins party 
assured to be admitted on the policy offered as security. When 
the overdraft is paid off, the policy is re-assigned to the customer, 

Life policies are not considered a very good cover for an Advance, 
from a banker’s point of view, and the policies issued by Friendly 
Societies are an unreliable form of security. The great risk which 
is run is that the assured may do something which will vitiate the 
policy. This makes the utmost precaution on the part of the banker 
all the more necessary. . 

Amongst the other kinds of securities deposited with a banker 
in order to cover advances made, by overdraft or otherwise, we may 
mention bills of lading, dock warrants, and delivery orders. All 
these documents possess many of the qualities of negotiable instru¬ 
ments, although, legally, they cannot be strictly styled as such. 
A person who «s the holder of a bill of lading, etc., is primd facie 
entitled to the goods named in tfiem, and if he demands the saihe 
from the person who has the goods in his possession, the latter 
camjot retain them if his charges are pai^l, unless these is some other 
person who has a prior claim arising out of othSr dealings. When an 
advance is* made upon th*«£ecurity of aiy of these documents, 
the bill of lading, etc., is endorsed to flic banker, ap4 he Ts thep in 
a position to realise his secuyty if the loan remains unpaid. The 
Factors Act, 1889, has been of peculiar vsjue fo bankers in this 
respect, for it has conferred "upon* them the right.of pftdgUtg goods 
which they have in their possession, or of which they hold the 
documents of title, under certain,c#nditions. The'second section of 
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the Act provides that where a mercantile agent (and this includes a 
banker) is with the consent of the owner in possession t>f goods, 
or of the documents of title to goods, any sale, pl^lge, or other 
disposition of the goods Aade by him when acting in the ordinary 
course of business of a mercantile agent shall, subject to the pro¬ 
visions of tfie Act, be as valid as if he was expressly authorised 
by the owner of the goods to make the same; provided that the 
persqn taking under the disposition acts in good faith, and has 
not at the time of the disposition notice that the person making the 
disposition has no authority to make the same. It is further pro¬ 
vided by section 3 of the Factors Act that a pledge of the documents 
of title to goods is to be deemed the same thing as a pledge of the 
goods. It is necessary that any documents which accompany 
the bills of lading etc., such as insurance policies or certificates 
of insurance, should be deposited with the securities; and it is 
*>also advisable that a note or memorandum should be taken whenever 
any kiiri of deposit is made. 

Advances are sometimes made upon bills of sale. The stringency 
of the law as to these documents is such that a banker ought to take 
the advice of his solicitor before having anything to do with them. 
The pitfalls which surround bills of sale are such that they should 
be the last kind of security upon which a banker should think of 
making advances. 

A guaranTee is another form of security. This has been defined 
as a promise tt> answer for the debt of another, made to a person 
to whom that othef is, or is about to become, liable. J5y the 
well-known fourth section of the Statute of Frauds, such a promise 
' nyist be evidenced by writing, and must be signed by the person 
who agree&dto be responsible. As difficulties often arise upon the 
construction of this document, a guarantee must be most carefully 
drawn. Unless it is undes seal, that is, made by deed, there,must 
be some consideration moving' from the creditor to support the 
agreement, but since the passing of the Mercantile Law Amendment 
Act, 1856* it 'is n®t absolutely necessary that the ,consideration 
should be set out in the document. , 

A guarantee arises in this way. There is an agreement existing 
betweefl tiwb or more parties, and a third person then comes forward 
''and by means of another agreement this third person becomes 
responsible for' the carrying) vut of the original agreement 
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in case there is a failure to do so on the part of the original 
persons. * * 

The rightsof a banker under a guarantee, when the original debtor 
fails to fulfil his obligations, will depend upon the wording of the 
instrument. If it is signed by one person only, that person alone 
is liable to reimburse the banker for what he has lost. 1 f a guarantee 
is given by two or more persons, and if it is madejoint and several, 
a banker may proceed against any or all of the parties. He*must, 
however, exercise great care in pressing his remedies. He must 
also see that during the continuance of the guarantee there is nothing, 
done which changes the nature of the original contract, for if the 
position of the parties is altered in any way, the guarantor may be 
prejudiced in his position, and the general law of contract will apply 
and release him from his liability. The questions which artse are 
often of great nicety and complexity, but the most important of 
them is that which refers to limited and continuing guarantees: 
In the case of the former the guarantor limits his liability toS certain 
time, or a certain number of transactions, or to matters which 
have reference to some particular set of circumstances. A con¬ 
tinuing guarantee is one of a wider character. It continues until 
it is revoked by due notice or by the death of the guarantor. When 
the document is property worded, however, none of these difficulties 
should arise. 

The following is a common form of a continuing guarantee, that 
is, a guarantee which is not terminable upon a certain condition 
being*fulfi!led, but which runs on until notice of its termination 
has been given or until the death of the guarantor. 

" In consideVation of your continuing the account opened wjth 
you by John Jones (hereinafter called the customer) and now 
overdrawn, and as a security to you in respect thereof, I, the under¬ 
signed, William Brown, hereby undertake amj agrei? to pay to you 
within sevqp days after demand tile balance which on the account 
current of the said custom?f*with you shaR for the time.being be 
due or owin^from the said customer or ttis representative?for moneys 
so overdrawn, for bills and notes discounted ahd gaid^jnd, for other 
loans, credits, and advances at ajiy time hereafter made to or for 
the accommodation or at the request of the said<customlr, and for 
any moneys for which he may become liable aloqe or jointly with 
any other person or persons to *ydu on any account .whatsoever, 

i 
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and for interest, commission, and other usual Bankers’ Charges: 
provided always that this guarantee is not to extend my liability 
beyond the sum of five hundred pounds (£500) with exists, charges, 
and interest at 5 per cent, per annum from the date of demand, 
but the same shall be a continuing guarantee and shall bind my 
representatives, and I further agree that if you shall at any time 
receive any dividend or dividends or composition from the said 
custofner or his estate on a debt then owing from him to you or 
from any person or persons jointly liable with the said customer 
or liable as a surety for him or his or their estate, such dividend 
or dividends or composition shall not be applied rateably to the 
said debt but shall be taken as a payment in gross on account of 
such debt, and you shall be entitled to recover the remainder of the 
said debt in this guarantee to the full extent of the sum of five 
hundred pounds (£500) with costs, charges, and interest at 5 per 
cent, per annum from the date of demand. 

" And that this guarantee to the same extent shall be considered 
as additional to any other security you may be entitled toiand upon 
the realisation of which any part of the debt of the said customer 
may be paid, and that you may at any time compound with the said 
customer for the whole or any portion of his liabilities to you with any 
person or persons jointly liable with the said customer or liable as 
surety for him. 

" And I further agree that for all moneys to which this guarantee 
extends I am to be considered as the principal debtor, and that no 
release of or other arrangements with the said customer or any other 
person or any act or omission on your part or any other matter or 
thing shall operate to release or exonerate me or my estate or affect 
any liability'under this guarantee. 

“ And this guarantee is intended to be a security for the balance 
for the time being to the extent pf five hundred pounds (£500) with 
costs, charges, and interest at 5 per cent.” 

This 'document is signed by the., guarantor, and since it is 
an agreement it requires a 6d. stamp. 

A banker also-makes advances against deeds relating to land, 
house pnojpe r ty, etc., although this class of security is not in parti¬ 
cular favour with bankers, as if, cannot be promptly realised, and a 
forced sale will very often result in a price being obtained which is 
very much below the normal. Under these circumstances, therefore, 
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a banker will require a very substantial " margin ” before making 
an advance. It lias already been pointed out that prudent bankers 
ought not to^rant loans for lengthy perils, and it is almost always 
the case that persons who desire to borrow upon the security of 
landed property are seeking for more or less permanent loans. 
Banker* cannot allow their capital to be locked up indefinitely. 
It is better for them to leave matters of this kind to solicitors, who 
can generally find clients who are willing to advance mone/ upon 
mortgage at a lower rate than would be prudent on the part of the 
bankers, and also for larger amounts. 

Still, advances are occasionally made upon this kind of security, 
and in order to avoid difficulties the utmost care must be exercised. 
The title-deeds, which will be naturally deposited with the bank, 
must be examined in the first instance to sec that everything is 
in order, and that if the realisation of the property is eventually 
necessary the banker will not be met with claims which may take' 
precedence over his own. The deposit of the title-deeds with or 
without » memorandum of deposit, which is a document setting 
out the terms under which the deeds are placed in the custody of 
the banker, constitutes what is known as an equitable mortgage. 
For most purposes an equitable mortgage is nearly as valuable a 
security as a legal mortgage. The remedies of an equitable mort¬ 
gagee, it is true, are not the same as those of a legal mortgagee, but 
after an application to the courts of law there is probably a right 
to obtain an order for sale as well as foreclosure—the two principal 
powers of a legal mortgagee—and these are generally all that are 
needed. A banker may further secure himself by obtaining an 
undertaking from the borrower taexecutc a legal mortgage if calfcd 
upon to do so, and if there is such an undertaking in existence the 
borrower will be compelled to act in accordance with his 
undertaking. , * , 

As is wqjl known, several mortgages may exist in connection 
with the same property. Ami there is* doArine of law, lenoton as 
" tacking,” by which a third or subsequent mortgage\4itfiout nofice 
may redeem a first mortgagee’and gain priority »vea $ second or 
later mortgagee. Similarly,a fourth mortgagee maj tagk on a 
first or second mortgage and squeeje out the seebnd anc? third, or 
the third, and so on. For this reason no banker; should advance 
money upon any mortgage other' tfian a first. 
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It is scarcely necessary to say that the property should be most 
carefully valued, and if there are buildings upon the land & proper 
allowance should be made for deterioration before deciding as to the 
amount of the advance which can be made with safety. The 
question of insurance must not be lost sight of, and if the property 
is leasehold, the length of time which the lease has to run is one of 
the most important factors for consideration. 

Thve are other matters connected with advances made upon 
the security of title-deeds which need careful inquiry; but these 
lie more within the province of the bank's solicitor than of the 
banker himself. Indeed, it may be stated as a broad proposition 
that it is absolute folly for an advance of this kind to be made at 
any time without adequate legal advice. 

Centrally speaking, English banks invest only a comparatively 
small proportion of their resources against the security of title- 
deeds of land and property. The Australian banking crisis of 1893 
was mainly due to the fact that the banks there over-advanced, 
with an insufficient " margin,” against land and house^property, 
and at last became loaded up with that class of security at inflated 
values. When the banks endeavoured to realise these securities 
they could not obtain anything like the amounts they had advanced, 
and, as a result, only a few of the banks 'survived the crash that 
followed. It may be stated that this excessive advancing was 
largely brought about by the over-competition existing at that 
time between the banks in Australia. Most of the banks that failed 
during the crisis of 1$93 were reconstructed, and Australian banking 
business is now in a prosperous and healthy condition. The lessons 
of, 1893 were severe ones, but the mistakes made then are not likely 
to be repeated. During the last few years, bankers in England have 
kept a larger percentage^ liquid assets than formerly, and a better 
margin of safeSy has been thereby secured. It is a tribute tc the 
general soundness of banking principles in this country, that, not¬ 
withstanding the increased competiti*;; which has existed during the 
past few years, banks have/in the mairt, exercised great care in the 
manner in which they advanee money. 

Loans are sometimes made against the security of what are known 
as revePsiyns. Speaking generally, a reversion is a future right to 
property, a right to which a person will be entitled under some will 
or settlement after the lapse of a certain period or upon the death 



LOANS BY BANKERS 


151 


of some person or persons, who may or may not be in present 
enjoyment of the property. It is only after the strictest inquiries 
and the mdSt careful examination of the documents under which 
the reversion arises that an advance should he made against a 
security of this kind. The reversion should he absolute, that is, 
one th«t is certain to fall in at some date, no matter what the 
reversioner may do in the meantime. 

Advances to Municipal and other Authorities. 

At the present time large sums are advanced by bankers, in 
London and the country, to municipal and other authorities. The 
banks have competitors, however, as insurance companies now 
largely invest their funds by way of loans to public bodies. 

There is a certain glamour attaching to the position of treasurer 
to corporations, county councils and other public bodies. Bank 
managers do all in their power to obtain such an appointment, as 
it carrier with it the keeping of the banking account of the body 
in question. It is contended that the appointment of a bank manager 
as treasurer to a municipal or other public body, gives to the bank 
he represents, a certain amount of prestige. In any case, there is a 
good deal of competitibn to secure the accounts of tiiese public 
bodies. 

Now corporations and other public bodies are quite aware of 
the competition existing between the banks to # obtain their accounts. 
As a lesult, these bodies frequently impose terms upon their bankers 
which are hardly remunerative, and occasionally cause the banker 
to depart from sound banking pgnciplcs by granting a loan which 
is to be repaid over a term of years. This class of business is more 
applicable to an insurance company, which is not bound to keep its 
assets in a liquid state to the samp extint thqt a banker has. 

Sometimes on bank balance sheets one sees after the item “ Invest¬ 
ments,” a note to the effectThat, " Ob whi?h .a..'. _is 

lodged for public accounts?' This means that the public bodies, 
whose accounts the bank havt, make it a condit’pn ibfrt the bank 
shall" earmark " certain of its investments as Security foj thejjalance 
held by the bank. This, of course, has the result of*depriving 
the creditors of the bank of a part of their righjful security. A 
banker, whilst disliking the nrnrb«8ing, does not decline, because 



152 


PRACTICAL BANKING 


he knows that other banks in their desire to obtain the account 
would also earmark their investments. The proportioif of invest¬ 
ments earmarked in this \^ay is not large; if it were, the security 
of the depositors would be somewhat weakened. 

The system of our local government is an intricate one. Some 
towns are incorporated by an Act of Parliament or a Chari:,er, and 
have a Borough Council or Municipal Council. Others are ruled by 
additiftnal forms of Municipal Authority. Then there are places 
controlled by County Councils or Rural District Councils, and many 

•other bodies concerned in the administration of local affairs. These 
various local authorities are the creations of statute, or in certain 
special cases, of a charter or other similar instrument. Their powers 
are limited by statute, and anything they do beyond that statutory 
or corporate power is ultra vires, i.c., beyond their powers, and null 
and void. 

"* Recently, there have been some legal actions arising out of over¬ 
drafts punted by bankers to municipal and other authorities. If a 
local authority has no power to borrow money, an overdraft panted 
to it is ultra vires and not recoverable. If the local authority has 
power to borrow money subject to certain conditions (such as the 
sanction of the Local Government Board) and obtains an overdraft 
without satisfying the required conditions, such an overdraft is 
also ultra vires. Before making an advance to a corporation, a bank 
will now (in view of the recent litigation on the matter) submit the 
full details to tlie bank's solicitors for a strict legal scrutiny. The 
borrowing powers of corporations and other public bodies are 
governed by a complexity of statutes, viz., Local Government 
Afts, Poor Law Acts, Public Health Acts, and so on." These various 
Acts denote how much may be borrowed, on what security, whose 
consent is necessary, the* form in which the loan must be made, and 
so on. Further, th$se questions depend upon an intricate maze 
of statutes and legal decisions, and the matter of an advance to 
public authorities is fine fpr the vefy'careful consideration of the 
bahk’s legal adviser?. 

Overdraft or Loan Account. . 

When a banker has satisfied himself that he can safely make 
an advance to his customer, he (generally does it in one of two way* 
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either by means of an overdraft upon a current account, or by way 
of a loSui* By the former method, the customer is permitted to 
draw upon, the banker up to the sum agreed upon, the banker 
charging interest up to the amount overdrawn, which interest 
is agreed upon between the banker and his customer., By the latter 
methexj, the whole amount lent is placed to the credit of the customer 
on his current account, a lump suns being charged for interest. 
In practice the rate of interest charged is less in the latter cage than 
in the former. As an extra precaution, a banker should always 
insist upon his right to recall the amount of the loan at short notice* 
so that if it is seen that complications are arising the probable loss 
may be reduced to a minimum. All operations connected with 
the accounts of customers who are thus accommodated require 
the most careful supervision. It must not be forgotten—alid this 
emphasises the necessity of the banker insisting upon recalling his 
advance at short notice—that when an overdraft has been allowed 
to a customer, a banker cannot dishonour the customer’^cheques 
without Reasonable notice. 

The system of advancing money upon a loan account is the 
usual custom adopted in the City of London. In the provinces, 
however, money is generally advanced by way of overdraft; whilst 
in the suburbs, both methods are adopted. Therefore, in this last 
instance, some customers are allowed to overdraw up to an agreed 
sum, and others are debited in a loan account vyith the amount 
advanced. , 

In addition to the interest charged on a loan account, it should 
be mentioned that there arc some banks in the City of London' 
which also make a small charge fefir commission on the amount of the 
loan, say, J per cent., adding such charge*to the interest. It may 
also be stated that where an overdr^t has been.granted, there 
are some banks which will charge a commission on the turnover of 
the current account* in addition to the interest on the daily,debit 
balances 

• 

Now let us take an example of a loan account ^gn^ seejiow it is 
operated. We will suppose that, Mr. Henry Jones having lodged 
with his bankers approved" securities, is granted an advance of 
£ 4,000 —which sum is debited to a foan account and credited to his . 
current account. The rate of interest to be paid is, say, 1 per cent. 
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above Bank Rale with a minimum of 4 per cent. The account will 
therefore appear as under. ' 

Rate 1 per cent, above B,mk Rate, minimum 4 per mnt, 

Loan Account. Henry Jones, Merchant, 200 Cheapside, 
J,ondon, E.C. 


19.. 

4 


0 .. 

Balance. 

Days - jj 



L 

t 

£ 


i 

Dec. 

31. To Transfer to 


. 

■ 


t 



Current % 

4,000 

Dr. 

4,000 

62 

248,000 

19.. 




II 


Mar. 

3. I3y Transfer 




j! 



from Current 


300 ! I)r. 

3,700 

j 

58 ! 

214,600 

Apr. 

30. Hy Do. .. 


300 , Dr. 

3,400 

52 ! 

176,800 

June 

?i. Hy Do. .. 


200 | Dr. 

3,200 

9 !j 

28,800 

30. By Balance 


3,200 ; Dr. 

3,200 

jj 


«■ 


£4,000 

4,000 i 


181 jj 

668,200 

June 

*k- 

30. To Balance .. 

3,200 

Dr. 

3,200 




In the above account, Mr. Henry Jones, finding that the balance 
on his current account is considerable, transfers (as, of course, he is 
quite at liberty to), on 3rd March, £300 to the credit of his loan 
account, which, therefore, reduces the debit balance on that account, 
and also lessens the amount of interest to be paid. This was repeated 
on 30th April and again on 21st June, on which dates £300 and £200 
respectively were transferred, as will be observed from the account. 
In arriving at the amount of interest to be paid, we proceed in the 
same manner as has been already explained in the previous chapter. 
Wti extend the " decimals," which we find amount fo 668 , 200 , and 
then ascertain their value in the manner already explained. Dur¬ 
ing the six months covered by the specimen account, we will assume 
for the sake ot simplicity that 90 change in the Bank Rate 'took 
place, and it was 4 per cent, on 31st December remaining unchanged 
until*30th June. As a master of faff, the Bank Rate would not 
be "the same Mr such a long period as six months, but in calcu¬ 
lating the miereft, any changes would be dealt with in the same 
way asvhas,been sho’Vn in the ease of current accounts. In our 
. example then, a4 Bank Rate was 4 per cent, for the six months, 
' the rate to be paid by the customer is 5 per cent.; therefore the 
interest is en " decimals ” amounting to 668,200 at one rate only, 
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5 per cent. The interest equals £91 10s. 9d., which sum is 
debited’to'the current account under date of 30th June. It will 
be obscrved,from the total days shown,in the above account, that 
the year was not taken as being leap-year. 

Advances Granted by Managers. 

The granting of advances to customers is now*vcry largely under 
the control of the Advance Departments of the head oflicefof the 
joint-stock banks. It should be mentioned, however, that fre¬ 
quently managers have what is known as a " discretionary 
power ” in the matter of loans; that is to say, the managers 
may grant loans on their own initiative up to certain sums, 
without previously placing the application before the Advance 
Department. This “discretionary power" varies. At a City 
office it may amount to about £1,500 to £2,000, whilst at metro¬ 
politan branches the amount may range from about £100 to £500 
according to the importance of the branch. In the country, the 
amount will vary in accordance with the business done at a parti¬ 
cular branch. These advances are made very carefully, as they 
subsequently have to bear the criticism of the Advance Department. 

So far the securities deposited with a banker are those which 
come into his hands through his peculiar position as a banker. 
When other valuables are placed in his possession, lie holds them 
in a different manner and for other purposes. These we shall 
consider in the next chapter. 



CHAPTER IX 

r 

THE GRATUITOUS SERVICES OF BANKERS 

In Chapter Vll we discussed those instances in which a banker 
charges his customer for services rendered. We have now To deal 
with tlje cases in w'hich a banker makes no charge for his services. 
A considerable amount of gratuitous work is performed by bankers 
for their customers, and these services arc often accompanied by 
responsibilities and risks on the part of the banker, as we shall see 
later. 

(1) Safe Custody of Valuables, etc. 

Bankers very frequently undertake the custody of documents 
and valuable articles of property. The customer is attracted by the 
strong rjjoms and safes of a bank and considers his goods absolutely 
secure. Plate and jewels are the articles most commonly deposited, 
and of these the banker undertakes the care. If there is any charge 
made, the liability of the banker is very considerable—he is little 
short of an insurer. But it is the common practice to make no 
charge to a customer for such services, and it seems, although there 
is no legal decision exactly on the point, fhat in such a case the 
position of tjie banker is that of a " gratuitous bailee,” that is, 
he must take alj ordinary care of the valuables left with him, and 
not take greater rislq? than he would do if the articles were his 
own. Still it might be urged that there is some consideration for 
.the custody, seeing that a profit is supposed to be made by him 
though the customer’s account* As we have said, however, 
this point has never bepn exactly decided. The valuables must 
be given up on demand to the owner, and it is here that the banker 
may run some risk if .he givTs thgm up under a forged order of the 
customer. Such an act may render him liable fpr an action for what 
is kn<fwn> in law as "'conversion," ffiat is, the wrongful dealing 
witft the property of another person. We have seen that a banker 
is liable Tf be'-p^rs an, ordinary bill* of exchange under a forged 
signature—although hi; has statutory protection if he pays a bill 
on demand, that is, a cheque ujrder a forged endorsement—but to 
what extent he k responsible for any loss accruing to a customer 
through a forged order for valuables deposited with him is unknown. 

>156 
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Some years ago it seemed probable that this would be settled in a 
case wlfer£a banker had given up jewellery to the value of £10,000 
under such g forged endorsement, but ^compromise was arrived at 
and the state of the law on the subject is not fully known. For his 
own security, therefore, a banker ought to enter intg some special 
contra# with his customer so as to avoid difficulties of this character. 

When sealed boxes, packets, or securities arc; deposited for safe 
custody, a good many banks give no receipt therefor. Thenpagain, 
there are some banks which give a receipt in which all responsibility 
is disclaimed. In cases where no receipts are given for the deposit 
of articles for safe custody, a bank will, if required, write the 
customer a memorandum to the effect that certain boxes, packets, 
or securities have been lodged for safe custody. This formal com¬ 
munication addressed to a customer would be of no use to a fraudu¬ 
lent person who desired to obtain possession of articles lodged with a 
bank. Most banks do not give receipts for articles lodged for safe* 
custody, the reason being that such receipts may get fhto the 
wrong lijnds. 

It should be noted that, in the case of those banks which give 
receipts in this connection, they do not incur any additional respon¬ 
sibility by doing so. When valuables or securities are deposited 
in a sealed box or packet, a bank accepts no responsibility for the 
contents. Therefore, when receipts are issued or a memorandum is 
merely handed to the customer, the bank uses the worSs " contents 
unknown." 

When articles are lodged for safe custody, definite instructions 
will be required by the bank as to who is to have access thereto. 
For instance, & customer may leqve sealed boxes or packets witjj a ' 
bank for safe custody, and at the same time give an order to the 
bank to allow his (the customer's) solicitors to have access thereto. 
The solicitors would not be allowed to nemove^he bftxes or packets, 
even if they offered to give the bank a receipt. As an order to Rllow 
a particular person to hai?j* access t<; a b9x or packet deposited 
for safe custody does not’imply that anythlhg may be removed 
therefrom, it is customary om such occasions fo#aq, official of the 
bank to be in attendance in ordqr to see tfrat nothing is removed. 
Of course, in many instances’, the customer alone will be tile only one 
who is to obtain access to the bbxes or packets lodged. When 
authority is given to the bankei*tb deliver up to a certain person ■ 
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all or any of the contents of a sealed box, a specimen signature of 
such person will be required, otherwise the bank will be*unable to 
identify the applicant. f 

When a customer who fias deposited articles for safe custody 
subsequently becomes bankrupt and applies to a banker for the 
delivery thereof, the banker will refuse tire application and will only 
deliver up the articles on the authority of the Official Receiver. 

In C'^ses where, say, a sealed box is lodged with a bank for safe 
custody, and the customer gives no instructions as to whom the box 

is to be delivered on his decease; on the occurrence of this event, 

• 

the banker will not hand over the box and its contents until pro¬ 
bate of the will is produced. When this document is exhibited, 
the bank will then deliver the contents of the box to the legal repre¬ 
sentatives of the deceased, against a receipt signed by all of them. 
Should, however, the will of the deceased be in the box, this docu 
vniut would he handed to the executors named in the will (against 
their joint receipt) before production of probate. It is in cases 
where a box contains other things (as for instance, stock certifi¬ 
cates, bearer bonds, or share certificates) that the usual custom is 
for the probate of the will to he exhibited to a bank. 

It must be remembered that as regards documents which come 
into his possession as banker, the banker.has a lien, or right of 
retention, until his charges are settled. No such lien arises, except 
by special agreement, in the case of other deposits. 

(2) Executing Standing Orders. 

This is the second instance of services performed by a bank, and 
fin respect of which a customer is not charged. A customer may 
instruct his banker to pay a certain sum at a stated time, and the 
main instances of this are'in the payment of annual subscriptions to 
clubs and societies. Many arsons, instead of sending their cheques 
for subscriptions direct to a particular club or society, instruct their 
bankers to do so, as and \jdien suclwsubscrifitions are due. In 
these instances IJie bank pays the subscriptions direct to the bankers 
of the particular societies or clubs, aqd then debits the account of 
the customer /or tire payments made, A large number of subscrip¬ 
tions ar^naif paid in this way, with the result that banks, in the 
West End of London particularly, have a considerable volume of 
work to deal witfi in tliis connection during January, when most 
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subscriptions arc payable. The paying bank supplies the receiving 
bank with <ull particulars of the names of the subscribers, and also 
of the various clubs or societies to which the amounts refer. 

In order that this work may be promptly carried out, banks keep 
what is usually termed a “ Standing Orders Diary.” ,This book is 
ruled t(j show the name of the customer on whose behalf the pay¬ 
ment is being made, the bank to receive the amount, the name of the 
club or society to be credited by the receiving banker, the date on 
which the payment is to be made,and the amount of the subscription. 

(3) Payment of Dividends and Interest. 

It is the custom for dividends on shares or interest on stocks to 
be forwarded by post to the proprietor in whose name the invest¬ 
ment is registered. In the case of a joint holding, the warrants for 
dividend or interest arc sent to the first-named holder in the joint 
account. If shares stand in the names of, say, John Brown and Henry'* 
Jones, the warrant would be sent to the first-named. In flic case 
of shares or stock standing in the name of a deceased holder, the 
warrant would be forwarded to the first-named executor. 

It is becoming the custom for the holders of shares or stocks 
(instead of having the dividends or interest sent direct to them by 
post as mentioned above) to give instructions for the amounts to be 
forwarded as and when they are due, direct to their bankers. 

Special forms are generally required to be signed, 'and may be 
obtained from the company or bank that pays the dividend. Many 
companies pay their dividends themselves, lnJt in some cases banks 
do this work for companies and other bodies. If a person was to 
send merely arielter in this connection, it might be accepted pro¬ 
vided it was properly worded. In the great majority of cases, 
however, instructions given by letter are incomplete orinaccurate; 
consequently letters of this descriptioiuwill, in maity cases, not be 
acted upon. • 

When a dividend request form (or a "^mandate,” as it is sqmstimes 
termed) is signed, a custodier should send it through the bank at 
which his account is kept ancUto which thedividenjls^are tft.be paid. 
The form should not be sent direct to the coiApany or tolhe agent by 
whom the dividend is paid, but should be handedto tlfe Customer's 
banker as above described. Nowthtre are branch banks throughout 
the country which are from timt to time receiving from their 
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customers these dividend request forms. If the books of the shares 
or stock concerned are kept in London, the forms—after'befng duly 
noted in the books of the branch—will be sent by the^ manager to 
his head office in London. The reason for this is, that, as a general 
rule, the Baqk of England, which, as is well known, pays the divi¬ 
dends and interest on many different classes of investments, ,will not 
undertake to send dividends direct to a country branch bank having 
a head office in London. The Bank of England requires such head 
office to claim all dividends payable under request forms signed by 
jthe customers of their London, as well as of their country branches. 
Most of the large railway companies follow the procedure of the Bank 
of England, and will not undertake to forward dividends to the vari¬ 
ous branches of a bank. In practically all other cases, companies 
—and bankers and agents entrusted with the payment of dividends 
or interest—will forward the warrants direct to a branch bank. Par¬ 
ticulars of all dividend request forms received from branches are 
enteredtn the London office books of a bank, so that when the Lon¬ 
don office receives the various dividends, the respective ^mounts 
may be duly advised to the branch concerned. On receipt of the 
advice, the customer’s account at a branch will be credited. 

(4) Transfers from one Branch to Another. 

A customer of a bank may pay in money at any of its branches 
for the credit of another branch where his account is kept. This 
facility has comp into prominence during the past few years, as an 
outcome of the extension of branch banks by reason of amalgama¬ 
tions. When a branch receives cheques from a customer for his 
.credit at some other office of the bank, the brandy receiving the 
cheques will proceed to collect them in the ordinary way. Full 
particulars of the payment received will be promptly advised to 
the branch wheje the customer’s account is kept. 

This facility is no doubt of much convenience to customers of 
banks, and many readjjy avail themsejyes of it. 

(6). Coupon^ and Drawn Bonds. 

Banks .perfqrrrj^ a terge amount of labour in the collection of 
coupons for^customerss’ This class of work is very unprofitable 
from a bankeVs point of view, as no charge is made to the customer 
for t the services rendered herein, &nd the large banks have to employ 
a certain nugiber of clerks exclusively for this purpose. The volume 
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of this dass of work is increasing rapidly; so much so in fact, 
that thtf suggestion has lately been put forward in banking circles 
that some system of “ clearing ” coupons should be established on 
similar lines to those already existing with regard to cheques. 

Now let us consider what a coupon is. Foreign, Government 
Stocks jnd American Railroad Bonds are generally represented by 
bonds to bearer. The name of the holder is nyt inscribed in the 
books of the government or company. In the case of ordinarjwtocks 
or shares the name of the holder appears in the books of the company. 

Bearer bonds pass from hand to hand, and the bank or financial 
house entrusted with the management of bearer bond issues does 
not know either the name or address of the person who holds the 
bonds. In the case of stocks or shares inscribed in the books of a 
company, the cheque for dividend or interest will be sent*to the 
holder at his registered address. It is with regard to the payment 
of interest on bearer bonds that coupons play an important part.” 
Coupons are small tickets or slips that may be detached froitf bonds, 
and eacly slip represents a certain amount of interest to be paid. 
Let us take a simple example of this. Suppose a person holds, 
say, a £100 bond bearing interest at the rate of 5 per cent, per 
annum and redeemable twenty-five years after issue. When the 
bond is issued in the first place, there will be attached to it fifty 
tickets or slips, each bearing a different date (half-yearly) which 
shows when each half-yearly payment of £2 10s. is dud. The great 
majority of coupons arc payable on 1st January and 1st July 
respectively, and customers should not sen?l them direct to the 
agent or bank by which they are payable, but should hand them to 
their own barlkers for collection Coupons payable on the aboye-' 
mentioned dates should be lodged by castomcrs with their bankers 
about a month before. 

In the case of our great banks, a vary large number of coupons 
are remitted for collection to the head office of the bank, by the 
various country ana metrt^olitan branch®. Then therfc are, of 
course, th<jfc paid in by tfie head office customers. The coupons 
are listed and entered by the Coupon Departmep^ of the banks, 
and taken by “ walk " clerks to the variod* banks or Offices where 
they are payable. A receipt (or “ ticket ” as it. is often called) is 
given in exchange for the couporfe. This ticket is presented (on 
the date named thereon) to the sArte office, by the banlf that lodged , 
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the coupons, when payment is made—in the form of crossed cheques 
to bearer. • • 

The bank receiving the coupons from the presenting bank pro¬ 
ceeds to examine them, and marks them off as paid, in books 
numbered in qpcordance with the numbers appearing on the coupons. 
When everything is in order, the coupons are cancelled by punching 
holes in them. marking off all coupons presented and paid, it 
i may, of course, be seen what are outstanding— i.e., not presented 
for payment. 

m When the coupons have been duly paid, the head offices of the 
banks will credit their customers’ accounts, and will also advise 
the various branches, when the accounts of customers there will be 
also credited. It should be mentioned that coupons are paid less 
tax ; but if a customer is not liable to pay income tax, his banker 
will obtain a " certificate of deduction of income tax," so that the 
‘customer may reclaim the amount deducted. 

A good many customers instead of retaining bearer bonds them¬ 
selves deposit them with their banker for safe custody, at JJie same 
time giving instructions to the banker to cut off the coupons as they 
mature, and credit their current accounts with the proceeds. No 
charge is made to the customers for this facility. Particulars of the 
securities will be entered in the bank's books,-and the accounts of the 
customers will be duly credited with the proceeds of the coupons 
each half-year. 

Let us now crfnsider the part played by a banker in connection 
with "drawn bonds.”' 

Irredeemable stocks are not now as numerous as redeemable 
'stocks. In the case of the latter, there is always a process of 
“ amortisation ’’ taking place. This is a term used to signify the 
repayment of the loan or debt either partially or completely. 
When, for instance, a foreign government borrows money, besides 
paying interest on the loan, it is'regularly setting aside a certain 
sum fer the amortisatitm—i.e., the r^riymenf of the loan. The 
fund to which these sftms are placed, until such time as a .part or the 
whole of *Jie lojn,is redeemed, is termed a “ sinking fund." 

Redeemable loans may be paid, off in various ways. One way 
is to use the Sinking fund for purchasing back the stock whenever 
the price is favourable. Another method is to allow the sinking fund 
to accumulate until it equals the -amount repayable on the due 
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date. The most frequent method, however, and one which readers 
may ha$e Sometimes noticed in the financial press and the money 
pages of our ^aily newspapers, is by means of" redempt ion drawings. ” 

Now when bonds to bearer are issued (especially in the case of 
foreign governments and corporations borrowing in J.ondon) it is 
stated an the prospectus of the loan that a certain sum will be set 
aside, say, annually, to redeem a number of thj bonds at certain 
periods and at a given price. I n this instance it is obviously t herfairest 
method that the bonds to be redeemed shall be decided by lot. 
All the bonds bear numbers, and these numbers are mixed together, 
indiscriminately. Numbers are then drawn representing the value 
in bonds equivalent to the sum that the borrowing government or 
corporation has set aside for the purpose. These bonds are then 
known as " drawn bonds,” and their numbers are advertised. “When 
bonds to bearer have been deposited with a banker for safe custody, 
and with instructions to the banker to cut off and collect the coupons® 
as and when they become due for payment, the banker Will also 
watch tljp lists of drawn bonds and collect the amount in respect 
thereof. There is, however, no obligation on the banker’s part to 
render this last-named service; and should he overlook a bond 
which has been drawn, he will decline to accept any responsibility 
for the omission. This is, of course, quite reasonable, as the service 
rendered is a gratuitous one, and when bonds are lodged with a 
banker with instructions to cut off and collect the coupons when 
due, it is not incumbent upon him to watch the list^of drawn bonds, 
as has been already pointed out. It very rarely happens that a 
banker makes an omission of this description. 

When'the efiupons attached to # a bond in the custody of a banker * 
are exhausted, he will obtain a fresh sheet, and the customer is 
saved all trouble in this respect. 

The numbers and descriptions of bends drawn "for redemption 
are advertjsed in the columns of the Times and in the Bondholders' 
Register (published fortnight^'). 

We havtinow discussed fhe services-ieimeieu to customer oy a 
banker in respect of which the former is not bhayj£$ Iiv addition 
thereto, bank managers and other.officials are always reJdy to render 
customers any service in connection with their bankfhg accounts, 
provided, of course, such services &re in accordance with the rules 
of the bank. 
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THE BANK OF ENGLAND 

Introductory Remarks. 

f 

It may appear remarkable, from one point of view, that banking 
did nqt develop in England until a much later period than it came 
into general use on the continent; but it was the weakness of 
public credit which interfered so much with its chances. After 
the Revolution of 1688, when parliamentary responsibility and 
control over the public finances were introduced, a new era began, 
and the establishment of our great Bank became possible. 

Th»credit of devising and founding the Bank of England in 1694 
belongs to a Scotsman, William Paterson. It was incorporated by 
k Act of Parliament, and it is, in fact, the only English bank which is 
so incorporated. Its capital was £1,200,000, and the sum was 
lent to the Government of the day, the money being required by 
William III to carry on his war with Louis XIV of France. In 
return for the loan, interest was made payable at the rate of 8 per 
cent., and an allowance of £4,000 a year was granted for manage¬ 
ment, so that the whole payment made by the Government was 
£100,000 a year. According to its charter, the management of the 
Bank of England is committed to a governor, a deputy governor, 
and twenty-five directors, elected by the stockholders. The cor¬ 
poration were not to trade in goods, but they were allowed to,make 
advances upon, and to deal in, bills of exchange, and to issue 
' “ bills payable in coin on demand," and transferable " to bearer 
on demand.” The privilege of issuing notes wa, conferred to the 
amount of the loan made to the Government, namely, £1,200,000. 
At first the charter was granted for a period of eleven years only; 
but in consequence of the great* services which it has rendered to 
the Government at vaiious times, its garter has been renewed again 
and again,> thd last, occasion being under the Bank Charter Act, 
1844, wjiich may now be considered as the Act under which the 
Bank exists. “ the original capital of £1,200,000 was gradually 
augmented until, jn the year 1816,'it reached the total of £14,553,000, 
which is the sum remaining to-day and upon which the stockholders 
drfcw dividends. 1 It is interesting to note that this capital of 
164 
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£14,553,000 is nearly equal to the combined capitals of the Bank 
of France and the Imperial Bank of Germany. 

In addition to the original loan of ^1,200,000, the Bank has 
advanced other large sums to the Government on various occasions, 
and whenever an extra loan has been made, the Bank jjas taken care 
to obtajp some fresh privilege in return. It was stated in the last 
paragraph that its original charter was for eleven years only, but 
the authorities have been careful to have its renewal provided for 
on each occasion well in advance of the determination of the prior 
period. In point of fact, the Bank has traded somewhat upon # 
the necessities of the Government, knowing well that these necessi 
ties could only be provided for by a direct application to the Bank. 
It is interesting to the historian and to the statistician to trace the 
events which accompanied these various borrowings, but they 
are not necessary for our present purpose. We are considering the 
Bank of England as it is established and as it stands to-day* 
Reference, however, must be made to the year 1826, when iAecame 
possible for joint-stock banks to be established in this country, 
for it was in that year that the Bank obtained the monopoly of 
issuing notes in I-ondon and sixty-five miles round, and at the same 
time opened branches in Gloucester, Hull, Manchester, and Swansea. 
The Gloucester and Swansea branches are now closed, but others 
have been opened at Birmingham, Bristol, Leeds, Liverpool, New¬ 
castle, Plymouth. Other branch establishments havt: since been 
opened in various towns. The business which is Conducted at the 
branches is similar to that carried on at an’ordinary branch of a 
bank, but, in addition, bank notes are able to be issued from 
various of these branches. 

• 

The Bask Charter Act, 1844. ( 

This Act, which is the most important statute regulating banking 
in England, was passed for the .purpise of securing the conver 
tibility of bank note*, that is^ the right of th£ holder of a bank* note 
to have it exchanged for cgin by the tfcnk issuing it upon "defnand. 
It was felt! in various quarters, that the excessive issue of bank 
notes, especially local issues! had been responsible Recurring 
financial crises, and it was .hoped that the'Act woul(j Jrnfcan end 
to these troubles. This end has, not been altogether attained, 
but the Act has had a very powerful influence over the financial 
business of the nation. * 
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Let us briefly review some of the main provisions of this Act 
of 1844. The undermentioned paragraphs are not the precise 
wording of the Act, but tljey contain the substance of its first nine 
sections. 

(a) TheJBank of England was divided into two departments, 
namely, the Issue Department and the Banking Department. 
Securities to tlyt amount of £14,000,000 were transferred to the 
former department, against which sum notes were to be issued 
and transferred to the Banking Department. The coin and 
bullion not required for immediate use was to be held in the 
Issue Department, and any note issue in excess of £14,000,000 was 
to be secured by the deposit of gold (and silver) equal to the excess. 
The Issue Department deals only with the issue of notes, whilst 
the b Banking Department deals with ordinary banking transac¬ 
tions. The silver bullion in the Issue Department was not to 
exceed a fourth part of the gold coin and bullion. 1 

(b) If any country bank should, after 1844, discontinue to 
issue notes, the Bank of England could be authorised by an 
Order in Council to increase the amount of the securities in the 
Issue Department to the extent of two-thirds of such lapsed 
issue, and to issue notes against that amount. 

(c) After the passing of this Act, no banks were to issue notes 
except those which on 6th May, 1844, were doing so. 

(d) If any banker should cease to issue notes, he would not be 
allowed to renew such issues. 

{«) A statement showing the notes issued, the securities, and 
the amount of gold and silver in the Issue Department was to be 
..published weekly in the London Gazette, in addition to the items 
comprised in the Banking Department, namely, Capital, Deposits, 
Cash in hand, etc. 

(/) Every ’bank having the right to issue notes was to make a 
return to the Commissioners of Stamps showing the average 
amount of such issiles f<y the tweH'e weeks preceding the 27th 
April, 1844, end hfter that date no 1 bank would be allowed to 
exceed, on an. avefage of four weeks, the amount of the average 
for twelve weeks. Should the monthly average exceed the amount 
as inditated above, the bank would forfeit a stun equal to the 
excess. 

1 No silver is now held in the' Issue Department. 
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(g) No stamp duty was to be paid by the Bank of England 
on denotes, but it was to pay the sum of £180,000 per annum for 
exemption from stamp duty and for its various privileges. 

(A) Any person could demand notes from the Issue Department 
in exchange for gold bullion at the price of £3 17s. |)d. per ounce. 
Now let us further consider the above-mentioned main points of 
the Act* of 1844. ^ 

It is not quite clear how Sir Robert Peel arrive*! at the amount of 
£14,000,000 as the basis of the Bank’s issue of notes against securi¬ 
ties. As the average issues since 1800 had not fallen below that 
sum, it was probably adopted as a minimum amount which the 
Bank could rely upon keeping in circulation. However, of that 
sum, £11,015,100 is the chief item, and it represents the debt due 
to the Bank by the Government. It is money lent from time to 
time to the State in return for the privileges of exclusive banking 
granted to the Bank. The first loan to the State was lhat of 
£1,200,000 in 1694, when the Bank was founded, and the lust was 
made in 1833. 

Now tfie sum of £14,000,000 being the amount of notes the Bank 
could issue against securities, is known as the "fiduciary issue.” 
Notes issued beyond the above sum were to be represented by an 
equal amount of gold coin and bullion held on the assets side of the 
Issue Department. The “ fiduciary issue” of £14,000,000 fixed by 
the Act of 1844 has been increased from time to time by reason of 
the Bank being permitted to increase its issue against securities to 
the extent of two-thirds of the lapsed issues’of country banks, as 
explained in paragraph (b), and the "fiduciary issue" at the 
present time amounts to £18,450,000. Included in this, of course, • 
is the debt due to the Bank *by the Government, amounting 
to £11,015,100. If this debt was repaid by the Government, the 
privileges of the Bank would come tj an end. The probability 
of such an event happening is exceedingly remote. » 

Reference has be<n made»in paragraph $) to the lapsed note 
issues of country banks, and this is a matter •( particular inteiest, 
and deserves .a'little further, consideration. It has beeij already 
noted that joint-stock banks were allowed*,to b£ estabjished, first 
of all, in 1826, and these banks fiad a right of npte issue provided 
they had no office in London, or within sixty-five miles of it. Then 
in 1833, another Act permitted* the establishment of joint-stock 



168 PRACTICAL BANKING 

banks in London, provided they did not issue bank notes ; and it is 
to this period that the foundation of several of the great London 
banks belongs, namely, the London and Westminster, the London 
and County, London Joint Stock, and the Union Bank, all of which 
are still in existence, although, by a process of amalgamation some 
of the titles i'ave been altered. By the Bank Charter Act, 1844, 
if two •joint-stock banks amalgamate, and either of them has a 
note i^ue, and onl of the banks has an office in London, or within 
sixty-five miles therefrom, the right to issue notes is gone. And the 
same thing happens if a joint-stock bank which has a note issue 
amalgamates with a private bank in London, or opens a branch 
there, or within sixty-five miles thereof. On the other hand, 
however, if there is an amalgamation of banks outside the radius, 
and either of them had a note issue, the amalgamation does not in 
any way affect this previously existing right. Again, by one of the 
■sections of the Act, it was declared unlawful for any partnership 
consisting of not more than six persons to issue notes if the number 
of partners should be increased to a number beyond six. As a 
result of this provision, if two or more country banks amalgamated, 
and the total number of partners did not exceed six after the 
amalgamation, the right of note issue, if previously existing, con¬ 
tinued, though, of course, it came to an ei\d if there was an amal¬ 
gamation either with a joint-stock bank or with other private banks 
so that the fatal of six was exceeded. 

One of the main objects of the Bank Charter Act was undoubtedly 
the destruction of tht power of the country banks to issue notes 
at all, the feeling being that an unrestricted note issue was bad for 
•the country and tended to speculation beyond reasonable bounds. 
Arid there can be no doubt that an excessive supply of inconvertible 
paper money is an evil, as is shown by the economic state of certain 
countries whiejj suffer from such a condition of affairs. And in 
this object of extinguishing the right of note issue the Act has been 
very successful, for at the present time the notes of local banks 
are.insighificant in number',and value.. On the 16th Stptember, 
1915, for instance, the total value of Bank of England notes in 
circulation vras over £34,000,000, and that of the country banks 
just ovftr £100,000. Idle local note issue, it may be noticed, has 
become a matter ot decreasing importance in England owing to 
■ the comparatively recent growth of, the system of payment by cheque; 
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and our note circulation is much less than that of France and 
Germany in which countries the cheque system has not developed 
to anything like the extent it has here.^ A further reason why bank 
notes are not used in this country on an increasing scale is the 
fact that the minimum denomination of Bank of England notes is 
£5. During the past seventy years or so, a change has taken place 
in banking, and the circulation of bank notes has, on the whole, 
declined; whilst, concurrently, the deposits of the banks have 
very greatly increased. The predominant clement in banking now 
is deposits and not notes. Precluded by the above-mentioned 
of 1833 from issuing notes, the joint-stock banks centred their 
attention upon the development of deposit banking. The enormous 
growth of deposit banking has been the means of bringing the 
cheque system in this country to its present great exteitt. The 
custom of banking is well developed ; and whereas, some sixty or 
seventy years ago, cheques for small sums were comparatively 
rare* a large number of small cheques are now drawn. * 

The action of the Issue Department is automatic. If gold is 
offered,*the Bank must buy it, and issue notes in exchange. On 
the other hand, gold may be demanded from the Issue Department 
in exchange for notes tendered to it. Hence the automatic action ; 
an increase of gold causes an increase in note issue, and vice vend. 
The coinage of gold being gratuitous in this country, the holder of 
the metal may, if he pleases, deliver it direct to the Mint—if of 
sufficient amount—and it will be returned to him in due course in 
the,form of coin at the rate of 1,869 sovereigns for every 480 ounces 
(troy weight) of standard gold, which is equivalent to a price of 
£3 17s. 10$d. per ounce. This is known as the Mint price of (’old', 
and is ljd. per ounce above the*price paid by the Bank of England. 
It might at first sight appear to be more profitable for the holders 
of consignments of gold to take the mqfal to the Mi#t, and so obtain 
the higher price. As a matter ’of fact, however, consignments of 
gold are 8elivered to the Bank, as, if the *netal was taken, to the 
Mint, some time must elapse before khc coin woi^d be ready* and 
there would j^fisequently bg a loss of interest owing to^he delay. 
When gold is taken to the Bank, payment Js made therefor at 
once, at the price of £3 1%. 9d* per ounce. 

The result is about the same, whether the bullion is taken to the 
Mint or delivered to the Bank ; <b»t as a matter 8f practice, private. 
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persons do not take gold to the Mint. The gold coined at the Mint 
is received from the Bank, and there is thus a profit to the latter of 
ljd. per ounce, Against thi^s, however, must be reckoned the cost 
of sending bars to the Mint when it is desired to coin them. 

( 

The Weekly Return. , 

We have already< stated that by the Act of 1844, the Bank of 
England was divided into two Departments (the Issue Department 
and the Banking Department) and further, that a statement of the 
figures relating to the two departments was to be published every 
week. The Bank Return is made up weekly to the close of business 
on Wednesday, and is published in the financial papers every 
Friday morning, following upon the weekly meeting of the Court 
of Directors held on Thursday mornings. The Bank Return, as 
we shall see later, has an important connection with the Money 
Market, and is carefully examined by persons interested in financial 
matters. The following is a specimen of a Return— 


Notes Issued .. 


Issue Department. 

.. £54,901,385 Government Debt. 

Other Securities 
Gold coin ar?d bullion 

£54,901,385 


£11,015,100 

7,434,900 

36,451,385 

£54,901,385 


Banking Department. 


Liabilities. £ 

Proprietors' Capital .. 14,553,000 

Rest*. 3.467.422 

Public deposits .. 16,983,685 

Other deposits .. 39,61*7,897 

Seven-day and other bills 35,696 

€ - 1 - 

• £74,647,700 


Assets. 

Government Securities 
Other Securities 
Notes 

Gold and silver coin 


i 

15,270,184 

31,665,009 

26,857,345 

855,162 


£74,647,700 


4 - *• ' 

Thfe Retufn which i& passed by the dirfectors at their njeeting on 
Thursday,sis at qnce eAibited at the Bank, and on Thursday after¬ 
noons many persons may <Se found examining it. In addition to being 
published id fie Friday morning papers' it is published by some 
newspapers on the Thursday evening. It is now proposed to review 
.the various items in the two departments. 
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Issue Department. 

■ • 

This department deals exclusively with the bank notes that are 
issued. It»has been already pointed »ut that the amount of gold 
coin and bullion must represent the notes that are issued in excess 
of the amount of the Government debt and the securities deposited. 
The sfcurities vary, as the Bank has a right, under the Bank Charter 
Act, to increase its circulation if there is a lapse on the part of a 
country bank to issue notes of its own. 

It is not to be supposed for one moment that the total amount 
of notes shown in the Weekly Return arc in active circulation iff 
the country. The number is automatically fixed by Act of Parlia¬ 
ment, and notes must be issued in return for gold and bullion 
transferred into the Issue Department. If reference, l^owever, 
is made to the other department, namely, the Banking Department, 
it will be seen that there is an item—" Notes.” These are th* 
notes which are unemployed, but which are ready for use if required. 
If they are returned to the Issue Department, the corresponding 
amount»in value of gold or bullion must be withdrawn from that 
department, and if there is a withdrawal of gold or bullion of the 
Issue Department, the notes of a corresponding value must be 
cancelled. The notes are, in fact, an addition to the currency of 
the country, and they are secured on the credit of the Government. 
An excess of the issue, except under very special circumstances, 
would result in a depreciation in their value. 

Tho Banking Department. 

In order to understand this division of the Weekly Return, 
an explanation must be given, of the various items. The Pro¬ 
prietors’ Capital is, in fact, the Capital of the Bank itself. It is the 
amount upon which the dividends of the Bank are paid. It has 
been stated more than once that fhe ofiginal capita was £1,200,000 
stock, thq sum winch was originally lent to the Government in 
1694. Since then this capital has beep increased on variauS occa¬ 
sions. Th» last advance by* way of load to the fiovemment was made 
in 1833, and'tJie total indebtedness was then .£14,553,800. The 
figure has remained unaltered since that tifne. ThisJarg<wmount 
of paid-up capital gives the Bank a remarkably strong position 
in the country, and commands a feeling of security. The capital 
is far in excess of that of many oi fhe joint-stock banks. 
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The “ Rest ” is the reserve fund which is kept in hand by the 
3ank for the payment of dividends to the proprietors. In the 
valance sheets of most banks this would be given under trvo different 
leadings, one representing the actual reserve fund, and the other 
:he balance of the Profit and Loss Account. The practice of the 
Bank of England is to combine these two under one total. The 
' Rest ” is never allowed to fall below £3,000,000, and as this may 
je looked upon as the amount of the true reserve fund, the excess 
jver £3,000,000 shows the amount which is in reality available 
for dividends. A careful scrutiny of this total gives a certain 
ndication of the probable dividend that will be paid by the Bank. 
It may be here stated that the Bank of England dividends are 
paid hjilf-yearly, on the 5th April and the 5th October, so that 
this item becomes peculiarly interesting to many persons as these 
fates are gradually approached. 

The ftext item, " Public Deposits,” might lead to confusion, 
unless a close examination of the Return was made. Under this 
heading are included not the deposits of the general public but the 
national deposits, that is, moneys paid on account of the Exchequer, 
the Savings Bank, the Commissioner of National Debt, the Pay¬ 
master-General, etc. It is to be borne in mind that the Bank of 
England is the banking house of the nation, and consequently 
all national Revenues are paid into it by the various collectors as 
soon as they are received. The amount which is held in hand 
under this heading fluctuates considerably, and this fact is well 
brought home at the end of each financial year, namely, thfc 5th 
April, when the balances are somewhat large. These fluctuations 
have a considerable influence upon the Money Market, and the 
rates of discount are to some extent governed by the accumulation 
of capital on Government account. 

" Other Deposits ” includes .the moneys deposited with the 
Banlc in any other manner than that which is stated in the preceding 
paragraph.. The principal part is ma'de up of the deposits of the 
various banks Ss well as tliose of ordinary customers*' From an 
early tirrife t^e rAter ba,nks have fouifd it advantageous -to deposit 
their unemployed moneys with the Bank of England, the stability 
and the standing o'f that institution giving them a feeling of security 
;beyond what anything else of the kind could. Then, again, bank 
notes of the Bank of England were and are legal tender, that is. 
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a person can always pay his debts in Bank of England notes if the 
amount i? above £5, and his creditor must accept the same in 
liquidation jf the notes are offered. Aqd then there is the business 
of the Clearing House, explained in a previous chapter, which 
requires for its proper working that all the clearing banks should 
retains balance at the Bank of England, in order that the daily 
differences may be settled. The Bank of England has often been 
called the " Bankers' Bank,” and the name is really quite justified, 
seeing that the money reserve of the nation is in the vaults of the 
establishment. The amount which is held on account of the London 
banks is very large, and great fluctuations could not fail to have a 
most serious effext upon the Money Market. Formerly a return 
was made showing the amount of the bankers’ balances. Thus, in 
1876, it was nearly £12,000,000, and since that date there his been 
a very considerable increase. In 1896 it reached a total of nearly 
£50,000,000, and it will be noticed in the copy of the Return above 
that it is nearly £40,000,000. 

The I^t entry on the liability side of the Return is " Seven day 
and other bills.” The total amount under this heading has diminished 
very considerably in consequence of the great increase of banking 
facilities throughout the Kingdom. The bills represent the money 
paid into the Bank for bills which have been issued, especially 
bank post bills. These are bills which can be obtained at the 
Bank of England and at any of its branches, free of charge, for any 
sum of money between £10 and £1,000, payable to order, upon 
depositing the sum for which the bills are required. Such bills 
are payable seven days or sixty days after sight, and are not subject 
to days of grace. The seven-days' use of the money is accepted^by 
the Bank as sufficient remuneration in the shape of interest for 
their part of the transaction. 

It may be interesting to add a word or two as to the history of 
these bilig. They originated about the middle of the eighteenth 
century, and were introduced in ordjr to ^void the lossggsarising 
from the frequent robberies of the itiails. When a pbst bill* was 
issued, and ifmappened to be stolen whilst in yimpost, the owner 
was enabled to give notice of thye robbery end so prevent payment 
of the same to some unauthorised person ; whereas *f*a payment 
was made by coin or bank notes it would often be quite impossible 
for the same to be recovered. 
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The following is the form of such a bill— 

" Bank of England. Post Bill. * ' 

No. 

London, Sept, 1st, 19.. 

At seven dar/s' sight 1 promise to pay this my Sole Bill of Exchange 
to Samuel Johnson, or order, one hundred pounds sterling value 
received of Thomaf Robinson. 

• For the Governor and Company 

of the Bank of England. 

• A-B- 

£ 100 .” 

We will now turn to the assets side of the Banking Department, 
and consider the various headings comprised therein ; though as 
a preliminary it should be noticed that gold and silver coin figure 
at the bottom of the balance sheet instead of at the top. This is 
somewhat different from the balance statements of other banks, 
because*specie is the highest form of reserve. With the Bank of 
England it is different. , 

“ Government Securities ” is the item which takes the first 
place, followed by “ Other Securities.” The former include 
Consols, Exchequer Bonds, Treasury Bills, etc., the income in 
respect of which is guaranteed by the Government. At the 
quarterly periods when the dividends as well as other payments 
are due, the* Government often has insufficient funds to make 
these payments? The amount required will be borrowed from 
the Bank, the Government giving as security what are termed 
” Deficiency Bills.” At the above-named quarterly periods, 
therefore, we shall often notice anjnerease in the total of Govern¬ 
ment Securities, due to the borrowing from the Bank. As 
regards the March quarter, however, the Government will not 
require to borrsw on " Deficiency Bills,” as, owing to the collection 
of Income Tax and other taxes, ample funds are in hand. The 
" Deficijgpcy Bills ” aiT duly paid off‘as the various revenues are 
collected ahd credited to the Government account. 

" Other SecmJtjes'’ include the Bank's invcsThients in India 
Stocks^ColAnial Government Stocks, Corporation Stocks, Railway 
Debentures, etc. ; -also bills discounted, and amounts due from bill 
brokers and the Bank's ordinary customers in respect of loans 
against security. Now when loans are difficult to obtain in the 
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Money Market, borrowers go to the Bank for accommodation. 
When tlfe ifem " Other Securities ” increases substantially, it shows 
that rates fey the loan of money in tl^' “outside market” ( i.e ., 
the banks other than the Bank of England) will very probably 
remain high for a short time. A decrease in the total of "Other 
Securities ” shows that loans have been repaid to the Banjt, and 
that there is not so much pressure on the " outside market.” There 
is another instance in which the total of “Other Securities" will 
increase substantially. The consideration of this circumstance will, 
however, be explained in a later chapter dealing with the Money** 
Market. 

The other items, “Notes” and “ ('.old and Silver Coin,” almost 
explain themselves. The notes are those issued for the Issue 
Department of the Bank, but unemployed, and they are represented 
by securities or gold coin and bullion under the Act of 1844. The 
amount of gold and silver coin kept in the Banking Department 
is comparatively small, lmt as gold can always be obtained from the. 
Issue Department bv sending bank notes for cancellation, no 
difficulty can arise in this respect. 

Although the Bank of England is not a State Bank, it is neverthe¬ 
less bound by the Bank Charter Act of 1844 to publish a statement 
each week showing the‘Liabilities and Assets of the Banking and 
Issue Departments. This is, of course, quite reasonable, seeing that 
the Bank has charge of very large sums of public money. No other 
bank in this country is required to publish a wecRly statement of 
Assets and Liabilities. 

When the Bank of England was originally founded, it enjoyed 
" exclusive privileges of banking,” for its stockholders had tjje 
advantages of limited liability, and it had no competition to face. 
Although the Bank has the monopoly of note issue in England, it 
has no banking monopoly. The t Banking Department transacts 
ordinary business in the same way as other banks, and its operations 
are not under Government cdhtrol. Tip enormous growth rjf ^oint- 
stock banks during the past’few years. Has resulted is the creatiofl of 
institutions wtt5se operation# overshadow thos<^ of the Bank of 
England in magnitude. Although the Bank has no ntenoQply, it 
has a certain amount of advantage over the othef banfcsTinasmuch 
as it keeps the various accounts of the Government^ These accounts 
are ideal ones from a banker’s point of view. , • 
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From the statement of Assets and Liabilities of the Banking 
Department, it will be noted that the Bank does not disclose the 
value of its premises, and,in this respect its procedure differs from 
that of other banks. 

It will be ^observed from the wording employed in the Banking 
Department, that the term " securities ” is used in a niuah wider 
sense than usual., 

The Bank of England and Bankers' Reserves. 

i It has sometimes been suggested that the clearing bankers, instead 
of placing their surplus funds with the Bank of England (on which, 
by the way, no interest is paid), should themselves take charge of 
their reserves. If this were done, the clearing banks would secure 
the profit which at present is obtained by the Bank of England. 
The bankers, however, have a very good reason for permitting mat¬ 
ters to remain as they are. The Government balances are kept at 
the Bank of England, and if, for any reason the position of the Bank 
should be imperilled, the other bankers believe—and past experience 
supports their view—that the Government must step in and save 
the Bank, which is the pivot of our banking system and the founda¬ 
tion upon which our national credit rests. By allowing the Bank 
the use of their surplus funds during ordinary times, there exists 
an implied undertaking on the part of the Bank to assist the other 
banks during occasions of grave financial crisis. If, however, the 
other banks kept their own surplus funds, there does not appear to 
be any particular reason why the Government or the Bank of 
England should render assistance at a time of financial crisis. Past 
experience of the attitude adopted by the Bank towards the other 
banks during financial crises, has rendered it apparent to the latter 
that the present arrangement is one which must be for their ultimate 
protection. r • , 

Suspensions of the Bank Charter Act. 

The Bank ot England hah been in difficulties on three occasions 
since tlfc passing ( of the Bank Charter Act of 184 ‘Cttiim&ly, in 1847, 
1857„£n4*1866. In a:ach of those three years a financial crisis 
occurred,'and much pressure was placed upon the Bank. 

Now we kno\Y that in accordance with the Bank Charter Act of 
1844, the Blank could issue notek fo the extent of £14,000,000 against 
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securities («'.«., the ‘ fiduciary issue and all notes issued beyond 
that sum w^re to be secured by the deposit of gold and silver (the 
latter is not lydd in the Issue Department now) to an amount equal 
to the excess. We have seen that gold withdrawals reduce the 
Reserve in the Banking Department as well as the gold in the Issue 
Department. Unfortunately, the above-mentioned crises occurred 
when the Reserve had been allowed to reach a k>w level, and the 
extra strain caused so heavy a reduction in the Reserve, thht the 
Bank found it necessary to place the position before Government 
and ask for its help. On each of the three occasions above referred 
to, permission was given by the Government for the Bank to 
increase its issue of notes against securities beyond the limit as defined 
by the Act of 1844. It will be remembered that the " fiduciary 
issue ” was fixed in the first place at £14,000,000. to which could be 
added from time to time, two-thirds of the lapsed issues of other 
banks. 

Although permission was obtained in 1847, 1857, and 1866, to 
increase the issue of notes against securities beyond the limits 
as presented by law, the privilege was actually exercised on 
one occasion only—in 1857. In 1847 and 1866, the knowledge 
that the Government had intervened and that as many notes as 
might be required could be issued by the Bank had the effect of 
checking the panic ; and it was not found necessary to issue notes in 
excess of the limits as defined by law. On each of the three occasions 
already referred to, the letter sent to the Bjnk on behalf of the 
Government authorising the suspension of the Bank Charter Act 
contained a notification to the effect that if the Directors of the 
Bank found that, in order to megt the demands for advances a ad 
discounts upon approved securities, it became necessary to exceed 
the issue of notes as prescribed by the Act of 1844, the Government 
would indemnify the Bank in respect df any exces^issue. 

In 1857„ then, the Directors of the Bank found it necessary to 
avail themselves of the permission granted on behalf of the G<teern- 
ment (by the Chancellor of *the Exche^ber and*the First Lord of'the 
Treasury »f HKtf day) to extend the note issue,teyond the legal 
limits. The excess issue amounted to £2,000,000, an\ th«*Bank 
accordingly transferred that sum from “ Goverrfment S&curities " 
in the Banking Department to " Other Securities " in the Issue 
Department. The “ fiduciary issue*’ being thus, in effect, increased 
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by £2,000,000, notes were accordingly issued to that amount an< 
transferred to the Reserve in the Banking Department. As wa 
the case in the crises of ,1847 and 1866, the knowledge that thi 
Government had intervened was the means of restoring confidence 
and the panic soon subsided. 

Shortly after the outbreak of war in August, 1914, the Currency 
and Bank Notes, Act was passed, Section 3 of which gives tin 
powct of suspending the Bank Act, 1844. The section referred t< 
enacts that not only the Bank of England, but any Scottish oi 
• Irish bank of issue, may, as far as temporarily authorised by thi 
Treasury and subject to the conditions attached to that authority 
issue notes in excess of any limit fixed by law. At the time o: 
writing, it has not been necessary to exercise this power. 

It has sometimes been suggested that the Bank of England should 
be granted the power to increase its note issue against securities ir 
times of financial pressure (without any Government intervention), 
in a similar manner to that by which the Imperial Bank of Germany 
increases its note issue, ihe German system of note,issue was 
modelled on our own, and is similar in several respects. Existing 
banks were allowed to continue their issues under certain con¬ 
ditions, and the Imperial Bank was granted the light to increase 
its " fiduciary issue " by the whole amount of lapsed issues of other 
banks. There is, however, one important difference between the 
two system!, namely, that the Imperial Bank of Germany can issue 
notes beyond ifs “ fiduciary issue ” by payment of a tax of 5 per 
cent, on the amount of the excess. There must, however, bc*a gold 
reserve at all times amounting to not less than one-third of the total 
Uptes in circulation. This " elastic limit clause,” as it is termed, has 
been acted upon by the Imperial Bank to an appreciable extent 
during the past few years. It has been suggested that it would be 
desirable for rtie Bank of England to have facilities for increasing 
its issue by an " elastic limit clause,” instead of having {o appeal to 
the Sqyemment to suspend the Bank. Charter Act. Although the 
Act has not bean suspended kince 1866, ft is ncvertheless4elt in some 
quarters, that»_tj,y allowing the Bank of EnglanSP-io increase its 
issue is a similar manner to the Imperial Bank of Germany, it would 
be possible lor the Bank—in times of financial crisis—to act with 
promptitude and energy which would go a long way towards calming 
any serious financial situation.' ‘ 
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The Bank Rate. 

This is'th? minimum rate charged by the Bank of England for 
discounting biys. The rate is often spoken of as the “ official mini¬ 
mum," and money rates throughout the country are regulated by it, 
as we shall see in a later chapter dealing with the Mosey Market. 

The Bank Rate is fixed by the Directors at their weekly meeting 
on Thursdays (when the Return is also examined and passed), but 
during times of emergency, as for instance during the recent Afneri- 
can crisis, alterations are made on other days. The object of raising 
the Bank Rate is to maintain the Reserve of the Bank at a safe level. 
If the Reserve is low and gold is being withdrawn for shipment 
abroad, it is fairly certain that the Bank Rate will be raised. On 
the other hand, if the Reserve is at a high figure and gold continues 
to arrive at the Bank in considerable quantities, it may be taken 
for granted that the Bank Rate will be lowered The Reserve may 
not only be called upon for gold for internal purposes, but it is 
liable to be drawn upon to satisfy foreign demands. London is a 
“ free marl#:t for gold," and no obstacles are placed in the way of 
the export of the metal beyond the legitimate procedure of raising 
the Bank Rate. The stock of gold held by the Bank of England is 
very convenient of access, and is consequently drawn upon to a 
considerable extent froin’abroad ; the procedure of the foreigner 
being to buy bills on London, send them here to be discounted, 
and obtain the proceeds in bank notes which arc exchanged for gold 
at the Issue Department. The Bank of France and the Imperial 
Bank <tf Germany (especially the former) have both accumulated 
large gold reserves, but neither of them is a free market for gold. 
The Bank of France will—if a withdrawal is an inconvenient one. 
—place a premium upon the metal. 

We have already seen that an export of gold will lessen the 
Reserve, and so reduce the ability of Jhc Fkmk to discharge its liabil¬ 
ities to the pjiblic. Consequently, when the Reserve is appreciably 
depleted, the Bank Rate will* be raised the effect being tii^f in 
London the .value of money* will be inefeased for the time bein§. 
The prospect oF*acfditiona! profit will bring about ay import Af gold 
from other financial centres, where ^he value «f money is Vss..„. 

The bullion transactions at the Bank are on a large scaledand the 
Issue Department holds a good supply of foreign go(fl coin which is 
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frequently used for export. The changes of the Bank Rate, then, 
depend upon the influx or efflux of gold. Of course, the movements 
of gold for internal currency purposes (as, for instance, in connection 
with the Scotch banks in May and November) are anticipated and 
can be prepared for accordingly. If the internal currency require¬ 
ments were the only considerations to be kept in view, Jhe Bank 
Rate' would rarely change. It is the foreign withdrawals already 
refered to that have an important bearing on the course of the 
Bank Rate. Every afternoon, the Bank issues a statement showing 
the amount of coin and bullion that has been received from or sent 
abroad. The money articles of the important newspapers record 
these daily movements. On Thursdays (the Bank’s week ending 
at close of business on Wednesday) the money article will give a 
statement of the amounts received or withdrawn during the week, 
thus showing the net influx or efflux as the case may be, e.g .— 

" Since the issue of the Bank Return the bullion movements 
reported have been ” — 


Arrivals. 


Withdrawals. v 



l 


i 

Thur. Bars. 

77,000 

Fri. South Africa 

10,000 

,, Turkey .. 

100,000 

Mon. Buenos Ayres .. 

100,000 

Fri. Bare. 

183,000 

Tues. Egypt .. 

250,000 

Sat. Bare. 

20.000 

Wed. Straits (set aside) 

60,000 

Mon. Bars. 

248,000 

' Not influx .. 

843,000 

,, Turkey 

230.000 



Tui». Bars. 

120,000 



Wed. Bars? .. 

285,000 



« 

£1,263,000 


£1,263,000 

There are several points still 

remaining to be discussed with 

•regard to the Bank 

Rate, but.they will no doubt be the better 


appreciated when treated in connection with the chapter on the 
Money Market. 
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THE MONEY MARKET 

Introductory Remarks. 

The nai»e Money Market is that which is given to the great organisa¬ 
tion for the loan ot capital; though its meaning l^is been somewhat 
extended so as to describe in a general way the operations of Certain 
individuals who are seeking the means by which capital can be 
utilised, either by borrowing or by lending money. In speaking 
of markets generally it is possible to assign to them a particular 
position, when they are connected with the London Stock Exchange. 
For instance, there is the Consol Market, the American Market, 
the Home Railway Market, the Mining Market, and so on. Dealings 
in securities connected with each of the above are carried out at 
fixed spots in the " House," as the Stock Exchange is often called. 
But when one speaks of the Money Market it has no fixed locality. 
It most certainly has its centre in the Bank of England, but it 
extends from the Bank through Lombard Street, and includes 
those streets in the vicinity of the Bank where are situated the 
offices of the most important banks, discount houses, and the places 
of business of the bill brokers. 

The Bank of England itself is most intimately connected with the 
Money Market, though it is not generally spoken of as Being a part 
of it. The reason for this is that the Bank holds fhc gold reserve 
of th® country. Moreover, the Bank has, in addition, large re¬ 
sources at its command, and ultimately there is the Government 
of the country at its back. Agaiij, in addition to the stock of gold 
which it has on its own account, that is, the gold which come 
to it in its own way of business, the Bank’also is the holder, to a 
large extent, of the reserves of the other London »banks. Only 
a few banks retain more gold in their possession than is required 
for their ordinary daily transactions, '[he ofher part is deppsited 
with the Bank of England’where it is*always*avaiiable'for wifli- 
drawal upon the'shortest notice. Lastly, the Bjnk is compelled 
by its charter to purchase gold ^offered t» it at a tXed,price. 
Being thus the great recipient of gold, its position is ftich that 
it must exercise the greatest possible control where large financial 
transactions are concerned. 
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Business of the Market. 

In the Money Market mo^ey is dealt in. By the term “money” 
is meant loanable capital or loans. Money is dealt in just as various 
kinds of prqduce are dealt in at the different London markets 
specially set apart for that purpose. The price of money, that is, 
the ra^e of interest to be paid for the loan of it, depends upon the 
relatite volume of supply and demand, in a similar manner to the 
price of any other commodity. 

The deposits of our great banks at the present time amount to 
huge sums—in some cases to nearly twenty times the paid-up 
capital. On current account balances no interest is paid. On 
deposit accounts, as has been explained elsewhere, the rate of 
interest is comparatively small. Although, as just stated, the 
majority of banks make large deposits with the Bank of England, 
such being required, amongst other things, for the purposes of the 
Clearing House collections, the amount of money which is retained 
by them is always more than sufficient to meet the average demands 
of their customers. If the money lies idle in the coffers of the 
bank it naturally earns no interest. If it is made use of in such 
a manner that it can be recalled at short notice, it is almost as good 
as though it was actually in hand, and at the same time it is being 
profitably employed. This money is the fund which is dealt with 
in the Monty Market, and it is often spoken of as “ money at call,” 
or “ money at short notice.” It is obvious that every bank is 
in a position to contribute some portion to this fund in a general 
way, and consequently the amount which is thus available for short 
loans reaches to an enormous total. 

The English banks, then, are the principal sources of the fund 
which is dealt with in' the Money Market. They are the main 
factors so far, as supply is. concerned. But they are not the only 
ones. Foreign banks find that the London Money Market is a 
profitable place for healing, and consequently there is always a 
large amount of foreign capital available for loans. Although 
there cce other sources which might be consider'd, they are of 
insigxiifica’.t importance compared with the two great supplies 
just noticed. 

Let us, first of all, consider the demand for this loanable capital 
which is so adequately supplied. This demand proceeds from 
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various quarters. The principal arises from the bill brokers and 
the members of the Stock Exchange who carry on their businesses 
mainly by means of loans obtained frqjn the Money Market. As 
to the loans 'to the latter, these have been already dealt with in 
a previous chapter. No further reference, therefore, tto their part 
in the Ijusiness of the Money Market is at present necessary. But 
it is essential to examine in some detail (he peculiaj position occupied 
by the bill brokers. Much of the business of the country is.tarried 
on by a system of credit, and bills of exchange are utilised for the 
payment of debts. These are trade bills, and it must be obvious, 
that the number of them actually in existence must be enormous. 
Now it is not always convenient for the trader to whom a bill is 
made payable to wait for his money until the bill matures. He 
wants cash at once. He therefore sells or discounts the bill. There 
are many banks which do the business of bill discounting, and it 
is quite the custom for foreign banks to keep this branch of business 
as their monopoly in their own countries, But this is not so in 
England. There has sprung up in London a body of middlemen 
who act as intermediaries between the holders of bills and the banks. 
These are the bill brokers. These bill brokers buy up as many 
bills as they can afford to do, and generally at a lower rate than 
that charggd by the Bank of England; but their own capital is 
quite inadequate to deal with the large number of bills which are 
always on sale. They are compelled, therefore, to apply to the 
banks for accommodation, and this accommodation is granted by 
means of short loans, some of the loans being'for exceedingly short 
periods. 

The bills, then, which are held by the banks in England are mo^p 
frequently obtained in an indirect rather than in a direct manner, 
and all the best bills are secured in this why. It may not appear 
quite clear, at first sight, why banker should obtain bills through 
the medium of a bill broker, seeing that it is one of the functions 
of a banker to discount the* bills of his customers. The faet is, 
however, that the business of bill-discounting .requires much 
knowledge,of y peculiar kind. The bill brokers buy from the 
merchants and traders and sell to the bafljeers.' The <orrn§[ are 
in possession—as the result bf a long experience-»-of afg«od know¬ 
ledge of the financial standing of very large numbers of commercial 
houses which offer bills for disccAist to the Money Mjrket. The 
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bankers have no time, on the other hand, to undertake bill discount¬ 
ing by dealing with the holders direct, as the bill brokers do. Their 
attention is absorbed by the requirements of their customers, 
and they find it peculiarly advantageous to deal with the bill 
brokers in this manner, all the necessary trouble of acquiring 
information having been taken by the latter before the 'bills are 

handed over to them. 

•> 

Main Influences. 

It must be obvious on the slightest consideration, since dealing 
in the Money Market is very similar to dealing in any other Market, 
that supply and demand rule here as elsewhere. The main con¬ 
sideration, then, is the actual amount of capital which is available 
for loans. Money is lent out at interest, the amount of the interest 
being the price paid for the use of it. And the price paid for the 
use of it is naturally dependent upon the supply and demand. 
When there is an abundance of capital available, loans are granted 
at a low rate of interest. On the other hand, when there ia a scarcity 
of capital, the rate of interest is raised. In point of fact, the rate 
of interest is always an accurate indication of the ample supply 
or of the scarcity of money. 

Credit. 

The state of public credit has always a powerful influence upon 
the Money Market. Large amounts of capital are deposited 
with the various banks, and it is essential for the smooth working 
•of financial matters that a feeling of general security should prevail. 
Any alarm cannot fail to have a most prejudicial effect. Customers 
are alraid as to their deposits, many rush to the banks to withdraw 
their money,‘find the amount of available capital is rapidly dimin¬ 
ished. A sudden movement of this kind is immediately reflected 
upolhprices, and the feeling of insccuVity extends in every direction. 

‘Our methods of trade ard'almost exclusively based upon the credit 
systenT. The acceptance of a bill or*a cheque indicSies the complete 
faithiOf tile receiver in the stability of the giver. And this feeling 
is the cause of so many negotiable instruments being in existence. 
If all transactions had to be carried out in hard cash, the effect 
would be -quickly noticeable ' in a depletion of the funds held 
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by the banks, and the Money Market, as it is known to-day. would 
quickly teaSe to exist. 

Gold Movement. 

A most important (actor that requires very careful consideration 
in connection with the Money Market is the actual amount ofanoney 
which is held in the country, and since the stssidard of England 
is a gold one, that means that much depends upon the actual amount 
of gold which is really available upon demand, and which can be 
utilised for the liquidation of great liabilities. It must be remem¬ 
bered that our system of finance is almost entirely built up on 
credit, and that the gold basis upon which it has to rely is a remark¬ 
ably small one. And yet, of course, this gold supply is what,must 
be looked to as the ultimate base of settlement. The sudden 
diminution of gold, therefore, by any large movement in any direc¬ 
tion must have a most serious effect upon the Money Market. 
There is, as has been pointed out before, practically but one large 
stock of gpld in existence in this country, and that is held by the 
Bank of England. If there should by any chance be a drain upon 
this reserve, no matter for what purpose, whether it happens tc 
be by reason of coinage requirements, or the payment of debts 
to another country, or *for anything else, the reserve which car 
be drawn upon for the Money Market is restricted, and the rate ol 
interest goes up at once. Still the effect of a considerable gold 
movement may not be so serious as it otheijvise might be if the 
state of public credit is not affected at the same time. Indeed 
if credit is satisfactory, a fluctuation of this kind rights itself with 
extraordinary rapidity. It is a perfectly natural thing that unle/ 
credit is in some way seriously impaired, available capital will b< 
at once attracted by the offer of a high rate of interest. If, then 
there happens to be a sudden movetnent'of gold threatened, the rati 
of interest is at once raised, and thiseffectually jhecks the rapid de'ple 
tion that would otherwise ocdir. As th* holder of the gold neservi 
of the country, it is the dut/and the business of the Ifenk of England 
to keep a mosteureful eye uporr the gold reserye anil to anticipate anj 
threatened movements by raising pr lowering its rate ^\s teflieel 
the requirements of the moment. By prompt and careful action, 
so long, of course, as the state of the public credit is maintained, 
as before mentioned, the Bank 'cin quite easily adjust matters, 
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Public Loans. 

» • 

The Money Market is always affected when there is a large 
subscription for a public loan. At such times the banks are de¬ 
nuded of capital, and then the Bank of England is the last resource 
of those who deal in the market. Thus, when the last issue of 
Console on a large scale was made by the Government difring the 
Boer „War, this Condition of things was particularly exemplified, 
and the bill brokers were compelled to apply to the Bank of 
England to supply the deficiency created. The effect was at 
once perceptible. The great anxiety is always to borrow money 
as cheaply as possible, for this is a prime necessity for those 
classes of the community who exist on credit and have to deal, 
in part, with borrowed capital. So long as money is plentiful 
in the Money Market, the rate of discount is low, but when 
there arises a stringency, and the Bank of England has to be 
resorted to, this institution, carefully keeping its eye upon the 
reserve which it must maintain, has to raise its rate of discount, 
and therefore transactions are limited. In point of fact, every 
effort is made by the bill brokers to avoid borrowing from the 
Bank of England itself, because its loans are only granted for a 
fixed period, and the charge for the accommodation, as just stated, 
is higher. Again, it is not desirable to borrow money for a long 
period since daily fluctuations in the rate of interest are considerable ; 
and as transactions are based upon very fine quotations, the profits 
would suffer considerably if large amounts had to be borrowed 
at high rates. This really explains the reason why the bill brokers, 
when necessary, take the bills which they have discounted by means 
?f their own capital to the various banks, and get them to re-dis¬ 
count the same at the market rate, which is always lower than that 
of the Bank of England. Thus the risk of having to borrow at a 
comparatively high rate from the Bank is avoided. 

Coft^entratjon of* Capital. 

“Another greet factor in Connection \Vith the amount of loanable 
capital in the Money Market is the concentration ot'capital in various 
centass of' the world. Although London is the great financial 
headquarters, yet it must not be lost sight of that there are markets 
of great importance in other great cities, especially Paris, Berlin, 
and New York. At each of such places there are large deposits 
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retained by the various banking houses. If there are causes which 
have th8 effect of concentrating a large amount of capital in one 
particular centre, this is felt in every other quarter. Capital, 
like any other commodity, gravitates towards the most profitable 
market. If the rates of interest are low in London vtien they are 
high elsewhere, then capital leaves this country, and the ^loney 
Market is more or le.'S depleted. If, on the otherjiand, the interest 
is higher in London than elsewhere, then money or capital ft sent 
here for the purposes of investment. 

Such movements to and from a country are reflected in the foreign 
exchanges, which must always be carefully considered in order to 
understand the different forces that are at work. Again, the Stock 
Exchanges throughout the world are important factors because there 
are what is known as " inter-Bourse ” securities, i.e., securities 
which are saleable not only in London, but also in Paris, Berlin, 
or New York. In order to pay for losses, say, in Paris, securities 
are sold in London for the Paris account, which practically means 
that capital is transferred to France. This movement naturally 
reduces England’s stock of money and causes a rise in the rate of 
interest. 

Formation of Trusts. 

The formation of trusts in America has, in recent times, had an 
enormous effect upon the Money Market. These trusts have been 
established on a gigantic scale, and the call for capital to carry on 
their operations has been very great. The tempting offers of high 
rates of interest have had their usual consequence—they have 
attracted capital from all possible soui ces. A drain of this kind 
cannot fail to have the usual effeJt, namely, (o reduce the amount 
of loanable capital available for the Money Market, and to render 
money scarcer. 

Trade Conditions. 

Still, after all, it is perhaps <he conditjpn of trade which excises 
the most important infiuerite upon thd Money'Majket, fhat is,"as 
far as the demand*for money is concerned. When trade ii active 
there is an increased demand for .capital ih‘order that Vdv?itage 
may be taken of the rise in prices. Money is want?d and it 
must be borrowed. This demand is at once reflect^! in the Money 
Market by a rise in the rate of juifefest. On tbe other band, when 
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trade is depressed, there is a less inquiry for loans and the rate of 
interest declines. ‘ 

The money articles of .the daily papers usually jontain some 
references to the principal industries of the country; wheat, cotton, 
steel, iron, and copper may be taken as practical illustrations, 
and their condition in relation to capital has an important effect. 
The state of agriculture, which is still one of the greatest of the 
industries of the country, can never be neglected, and when it is 
depressed the deposits of the banks in agricultural districts are 
diminished. The demand which is made upon the Bank of England 
annually in the autumn season is largely due to agriculture, because 
with the ingathering of the harvest a larger amount of money is 
required to pay for labour. 

Speculation in various commodities is likewise found to react 
upon the Money Market, because without capital it is an impos¬ 
sibility to maintain prices, so that banks in some degree become 
responsible for the rise and fall in the price of commodities. 

An illustration of this influence was given a few years,ago when 
a ring was formed for the purpose of getting control of the copper 
production. For some time a great inflation of prices took place, 
but subsequently it was found impossible to absorb the world’s 
supply, and then there was a sudden reaction. Many French 
banking houses had to suspend payment in consequence of the great 
fall in the price of the commodity, and the collapse had very con¬ 
siderable effects'upon the Money Market of this country. In order 
to meet the losses on the continent there was a sale of securiues 
in this country on French account to pay for the liabilities incurred. 
^The steel and iron industries ye intimately associated with the 
prosperity of this country, and a depression in these trades affects 
banks, the profits of which are dependent upon the loan of capital. 
If these industries do not require. thC'Capital, there is a large surplus 
in the Money Market, and in consequence the rate of interest 
gradually declines. tVhen, trade revives more capital is required, 
and with the increased demand for capital there is a gradual increase 
in the *alue of mone'v. 

Politics, 

The political condition of the country can never be neglected 
as an important factor in estimating the position of the Money 
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Market, and recent experiences have tended to emphasise this 
more than ever. A period of tranquillity is always to be desired 
by those who have the control of the Money Market, because peace 
obviously m?ans an absence of violent fluctuations. The last 
war in South Africa was a practical illustration of a npriod of high 
rates aijd a depreciation in the value of securities. An expendi¬ 
ture which ran into more than two hundred and fifty millions of 
money naturally involved a depression in trade. Again, the war 
between Russia and Japan had a considerable effect upon the 
state of the Money Market, because there was a sudden fall in 
prices, especially in the securities of these two countries; while, 
on the outbreak of the Great European War in 1914, the Money 
Market was, for a time, in a chaotic condition. In the same way 
a change of Government has a tendency to produce an uneasy 
effect, because there is a feeling of uncertainty in the air as to the 
future policy which will be adopted by the new Government which 
has come into office. 

• 

Public Finance. 

The state of public finance cannot be neglected, since the amount 
of the surplus or of the deficit at the end of each financial year has 
to be adjusted. All payments on account of Income Tax are made 
before the 5th April of each year, so that in the early part of the year 
there is a stringency caused by the absorption of .capital. Money 
is transmitted from the various banks to the Bank of England, 
and that institution becomes a lender of capital, unless the money 
is required by the Government for other purposes. 

In order to meet temporary requirements the Government 
issues Treasury Bills, and the rate at which they are allotted gives 
one some idea as to the value, of money for a certain period. For 
example, if six months’ bills for {1,000,000 are allotted at £9^ 10s. 
this means'that the market expects a low average rate of 3 percent, 
for a period of six months.* Such bills*5.re rendered necessary since 
there are gayjnulfs to be maje at various seasons of the yrmr when 
the Exchequer receives very little money.*, Secvfri ties ^f thisjdnd 
are a favourite investmenffor continental banks, ar#l k is some¬ 
times found that bills have changed hands at £2 10s. per cent., 
the allottee at £98 10s. having possibly sold his allo&nent for £98 15s. 
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The payment for the same must of necessity withdraw a certain 
portion of the floating capita! of the country, and so affect the rate 
of interest. 

India Council Money. 

A mare lengthy reference must be made to India Council'iMoney 
partlyjto explain if in some detail, and also because the India Council 
does exercise a very considerable influence upon the money 
market. Sometimes it lends money to the market, and at 
other times it calls the loans in. The India Council collects its 
revenues in the form of rupees, but a considerable portion of its 
expenditure (as, for instance, the interest on its debt) is paid in 
Engli^Ji money in this country. When the Council is accumulating 
the revenue it receives in India to pay the interest on its debt 
here, it is often in possession of considerable funds which it is able 
to lend. 

Now we have seen that, whilst the India Council is accumulating 
rupees in India, it has a considerable volume of expenditure to 
provide for in this country. There are many merchants here, who 
import large quantities of Indian produce, as, for instance, jute and 
tea. Consequently, on the one hand we have merchants here who 
desire to make payments in rupees, and <3n the other, the India 
Council is desirous of converting its rupees in India into English 
money here. An arrangement exists which is of convenience to 
all parties ; namely, tjie India Council offers weekly remittances on 
India in exchange for English money. In other words, the India 
.Council sells its rupees in India to merchants here, and thus both 
parties find the arrangement a. very convenient one. Every 
Thursday, in the money market paragraph of our newspapers, 
India Council Remittances, as they :ue termed, are referred to in 

a manner which is quite unintelligible to the uninitiated, e.g .— 

« 

" At the Bank of England tendeas were ‘invited for Council 
remittances on'Jndia for Rs* 1,00,00,00ft, when the whole amount 
was allotted as follows: Bills, Rs., 12,84,000 bn /'.aljutta, Rs. 
3,07,000 oy Bombay, qhd Rs. 3,46,000 on Madras; transfers, Rs. 
36,38$0O an Calcutta, Rs. 28,04,00O on Bombay, and Rs. 16,21,000 
on Madras. Tenders for bills at Is. 4/id. per rupee and for trans¬ 
fers at Is. 4^d. pel rupee will receive about 10 per cent. The amount 
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to be offered on Wednesday next will be Rs. 1,00,00,000. The sum 
realised*by*the sale of bills and telegraphic transfers from 1st April, 
19.. to 20th February, 19.. was £2.1194,513." 

We see that the India Council had Rs. 1,00,00,000 for disposal 
in London, but we are not informed in this instance of the total 
amount* applied for by the merchants. Sometimes the amount 
tendered for is much greater than that offered. , 

The amount, we are told, was allotted by the India Couttc.il as 
under— 


In Bills Rs. 12,84,000 on Calcutta. 

Rs. 3,07,000 on liombay. 

, Rs. 3,46,000 on Madras. 

In Transfers Rs. 36,38,000 on Calcutta. 

Rs. 28,04,000 on Bombay. 

Rs. 16,21,000 on Madras. 

1 , 00 , 00,000 

From tjie above figures we can see that some merchants desired 
to pay accounts in Calcutta, and others in Bombay and Madras 
respectively. A portion of the remittances was allotted in bills, 
and a portion in transfers (i.e., telegraphic transfers). Therefore, 
some merchants merely.sent bills by post, but others cabled the 
remittance. In this latter instance, the equivalent of the amount 
paid in London, is cabled in rupees to Calcutta, Bombay, or Madras 
as the case may be, to the credit of the particular person concerned. 

Banks, of course, conduct a considerable Volume of telegraphic 
transfer business, and this mode of settling accounts has been 
utilised to an increasing extent during the past few years. Let us ' 
take a simple example of a telegraphic transfer. Suppose a person 
desires to cable say, £1,000 to a certain firm in Sydney, New South 
Wales. He will pay the sum .to one of the Australian banks in 
London having a branch in Sydney. The London branch will qable 
to its Sydney branch to advise and pay th! required sum te the 
firm named. The Australian bank in Landon will us| its own private 
code for tlje jjurjl?se (the Sydjiey branch, of course, having a copy 
of such code) and the person in London *tyho i5 telcg^phin£ the 
money will be required to pay tfie cost of the cable.• it may be 
noted that the London branches of the Australian banks will not 
accept responsibility for any miscarriage, delay of error in respect 
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of telegraphic transfers. The foregoing is a simple example of a 
telegraphic transfer outward. Of course, on the other hand, there 
are telegraphic transfers sent from different parts of the world to the 
various colonial and foreign banks here. 

We are informed that, “ Tenders for bills at l/4 3 : ' 2 d. per rupee 
and for transfers at 1/4Jd. per rupee will receive about 10 percent." 
Thus tlTe merchants who tendered at the above rates did not obtain 
all they applied /or, and it sometimes happens that the India 
Council will not accept the prices offered, when they are not in 
particular need of English money here. Then, again, the merchants 
sometimes do not apply for the full amount on offer. In some news¬ 
papers the average prices are shown at which allotments are made of 
bills and telegraphic transfers respectively; but in the instance we 
are discussing, that information is not given. The tendering for 
India Council Remittances usually takes place on Wednesdays, 
but what are known as " special allotments ” are made at other 
times. The paragraph under discussion informs us that Rs. 
1 ,00,00,000 will be offered the next week, and that the amount pro¬ 
duced by the sale of bills, and telegraphic transfers from 1st April, 
19.. (the commencement of the financial year), was £23,194,513. 
These figures are an index of the rate at which the Secretary of 
State for India is obtaining English money to pay the interest on 
Indian loans here. Consequently, merchants are able to make an 
estimate as,to what quantity of rupees the India Council still 
has to offer, and tire prices tendered may therefore be varied 
accordingly. * 

It often happens that merchants, not having tendered high enough 
•to secure remittances which they particularly require, make a 
higher tender subsequently, and secure the allotment they desire. 
This fact is duly recorded in our financial newspapers. 

The method pf stating rupees appears at first sight to be some¬ 
what peculiar. A “ lakh ” is one hundred thousand rupees ; and 
whilst say, two millioit rupees might he denoted as 2,000,000, it is 

the.usTial eustdm to write Vie amount «.as 20,00,000 so that the 

* 

numberrfif lakhs may be shown. 

R6sttm4/ 

• 1 

All the influences that have been noticed in order do have a 
marked effect up'on the Money Market. But after all, the decisive 
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influence is that which is exercised by the export or import of gold— 
in other wards, the depletion or the increase of the Bank Reserve, 
as the case may be. If money market rates abroad are higher 
than they ar? in London, gold will flow to the spot where it can be 
most profitably employed. Conversely, the raising .of the Bank 
Rate, \^hich has the effect of increasing the rate of interest charged 
for loans and so rendering loanable capital capable of more pro¬ 
fitable employment here has the effect of replenishing the Reserve 
of the Bank of England, as has been already sufficiently pointed 
out. 


Settling Rates. 

One of the principal parts of the business oi tire bill brokers is 
that of keeping an eye upon all the influences which affett the 
Money Market, and then of settling the rates at which they are able 
to carry on their particular work at a profit. They are generally 
in a position to know the total amount of the floating capital which 
is loanable, and the movements of the same are the causes which 
fix the rates to be charged. It is the bill brokers themselves who 
fix these rates. If a daily paper is carefully examined, there will 
perhaps be found in that portion of it which is devoted to financial 
affairs a quotation of rates something like the following, though 
it must be clearly borne in mind that the rates are subject to constant 
fluctuations— 


Market Discounts. 


Ba$k and Money Rate. 



Per cent. 

Per cent. 

60 days Bills 

• m 

Hank Kate 

4 

3 ms. Bank Bills 

■ 3Jjj 2i 

Hank of ICnglaml Loans.. 

41 

4. 

• '4 

Hankers* Deposit Kate .. 

21 

6. 

3 ,, Fme Trade Bills 

■ 3 

31 3! 

Brokers’ Dept. Kate, Call 
Brokets’ Dept. Rate, 

21 

4. 

. 31 3j 

Notice .. 

2} 

6. 

• 31 3f 

7 fifty Market Lo§ns 

Day to Day Money 

21 2j 
2 2} 


It is necessary tb explain the various fttes mentioned in the 
above%tatement, which are the rates*prevailing ip’themaflcet. 

The B^iyiaf? is the rate .fixed for discounting bills of exchange 
by the Bank of England itself, although ityill bh remembered that 
the Bank, in the ordinary Course! does less of this bus)fn«6S than the 
other banks, and the bill brokers avoid it as much as possible. The 
rate is settled weekly by the Directors at their meeting, and is 
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communicated to the outside world as quickly as possible. The 
rate depends in the main upon the reserve in hand, sincS tHe Bank 
must see that its supplies are not too heavily drawn upon. 

The Bank Rate naturally affects all other rates, and the latter 
vary, going up and down, as the former rises or falls. The Market 
Rate of Discount is the price which is charged for discounting 
bills of exchange Ipy the bill brokers and the various banks other 
than the Bank of England. If the rates given above are carefully 
studied, it will be noticed that the difference is very small between 
the various classes of bills, and this difference represents the degree 
of risk attached to discounting such documents. Bank bills are 
bills of exchange drawn or accepted by banks which will be paid 
without doubt at maturity, but there is an element of uncertainty— 
though generally a very slight one—with regard to fine trade bills, 
and that is the reason why a higher rate of interest is charged for 
them. 

The Bank of England Loan Rate is the rate of interest which is 
charged by the Bank for advances made by them. This is ip variably 
higher than the Bank Rate, and this price charged for loans is one 
of the main reasons why the bill brokers, as already stated, are 
always most anxious to avoid applying to the Bank for 
accommodation. 

Bankers' Deposit Rate is the rate of interest paid by bankers 
for money left on deposit account. In London it varies with the 
Bank Rate, the general rule being that it is 1J per cent, below, 
with a minimum of 1 per cent, and a maximum of 4 per cent. This 
payment of interest on deposit refers to banks other than the Bank 
b^England, which pays no interest at all upon deposits. 

Brokers' Deposit Rate is the interest paid on deposits placed 
with the bill brokers by private individuals, the attraction being 
in some cases ,a slightly higher rate than that allowed by the 
ordinary banks. If the money is deposited on call, that is, if it 
is repi^able on demariti, the rate is often the' same as the bank 
rates, whilst if t^e m6ney is only repayable upon notice, the higher 
rate is operative, * . 

Sevjp Day Market Lfeuns and Day to Day Money have been 
already explained, and need no further mention. 

, Enough has been said to indicate how great may be the fluctua¬ 
tions in the Money Market, and-hbw many are the considerations 
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which must weigh with those who deal in the same as to the 
methods t« be adopted in the management of their business. The 
bill brokers must watch the movement^ with the utmost keenness, 
and at the lame time in order to render their transactions of a 
profitable character, the competition that must e*ist in every 
trade qjust be confined within certain limits. It is for this reason 
that the bill brokers meet periodically, discuss yie whole question 
of supply and demand, and then issue a statement of the rates 
at which they will do business, which statement finds its way in 
the ordinary course into the daily papers. 

Nodoubt t here are some other influencesat work which reflect upon 
the Money Market, and it is sometimes asserted that manipulations 
take place at certain periods which tend to show that the banks have 
in hand larger balances in casli than they ought to exhibit. It 
is doubtful whether practices of this kind are carried on to the 
extent which is sometimes suggested. It is to be hoped, and it 
is generally accepted, that our banks are in too sound a position 
to require anything in the shape of what is vulgarly known as 
" window-dressing.” 



CHAPTER XII 


FINANCIAL CRISES 

Introductory Remarks. 

The speculative instinct of mankind will never be altogether 
eradicated, and just as individual men and women are led to ruin 
by unreasoning impulses, so a whole nation may be led into such 
a line of action as to give rise to a total collapse of credit for the 
time being, and plunge a large portion of the people into the lowest 
depths of misery and disaster. When credit is destroyed there 
occurs what is called a financial crisis. There is a wholesale 
demand for actual coins, which demand cannot be satisfied in 
every‘case, and widespread ruin is the inevitable result. 

It is not always difficult after the event to account for the 
occurrence of a financial crisis, but it is not so easy to see its 
approach and consequently to ward it off. Indeed, some acute 
economists have looked upon periodic crises as part of a natural 
law, and have striven to discover some external causes for the 
happening of the same. It is, however, useless to follow these 
writers in their speculations, and without attempting to account 
for any underlying principle or principle? connected with what 
has been called the " periodicity of crises," we will proceed to 
deal with the crises of 1825, 1837, 1847, 1857, 1866, 1878, and 
1890. We shall, also record the events of the year 1893, which 
was notable for a sefious crisis in Australian banking. It is too 
early yet to estimate fully the effect of the Great War which broke 
• out in 1914. 

The Crisis of 1825.' 

In 1825 a severe panic 'occurred, which is usually attributed 
to a.wild outbreak of speculative insanity (particularly in regard 
to mining shares) which affected all* classes' of the community, 
coupler! with aip excessive issue of notes by country banks. The 
speculative fever was at its worst during the first four menths of 1825, 
andjpanycountry banks during that time largely increased their 
note issues' By way of advances upon various commodities. The 
Bank of England had also increased its note issue during the time 
that the speculative fever was raging, but in May it contracted its 
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issues to a considerable extent. This change of policy aggravated 
the general feeling of discredit that had become apparent, and by 
the autumn Jlicrc was every indication of a severe crisis. 

Each month during 1825 there was an alarming decrease in the 
amount of bullion held by the Bank of England, and on the 26th 
November it stood at the very low sum of £3,012,150. .At the 
commencement of December the panic began in dtadly earnest. On 
the 3rd December it became known to the directors of the l£ink of 
England, that Pole, Thornton & Co., one of the leading banks in the 
City, was in difficulties. The Bank of England made large adavnces 
to that firm, but this did not save the situation, and a few days 
afterwards the great banking house of Pole, Thornton & Co. sus¬ 
pended payment. The panic was now at its height, and runs were 
made upon other London banks, some of which failed. The alarm 
quickly spread to the country banks, and a large number stopped 
payment; but some of them afterwards resumed business. 

Towards the end of December the panic subsided, and early in 
1826 banking credit was restored. The seriousness of the position, 
however, may he gauged from the fact that on 31st December 
the coin and bullion in the hands of the Bank of England stood at 
the extremely low sum of £1,260,890. 

During the crisis, complete discredit had fallen upon the country 
banks and their excessive issues of notes. The notes of the Bank of 
England only circulated on a comparatively small ^>cale in the 
country, as the first branches of the Bank were nof opened till 1826. 
At the height of the panic, the directors of the Bank ascertained 
that there was a chest of £1 notes that had not been used. It was 
thought that these might stay (he panic and the discredit of th» 
country notes. The directors made known their idea to the London 
bankers who cordially approved of it, and the £1 notes were duly 
despatched to various country banks* the result "being that the 
panic was # at once arrested. • 

After the crisis, Parliament met on tjje 3rc! February, 182^/When 
the causes and the coursetif the panicVere thoroughly looked ihto. 
It was geaawtlly admitted (although differences of opinion'existed) 
that the over-issues of small notps by thefoountry banks had-ieen 
one of the main causes of the crisis. Accordingly, the issflie of notes 
under the value of £5 was finally forbidden to tfye country banks, 
as well as the Bank of England.’ * 
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The Crisis o! 1837. 

This was brought about by excessive railway speculation; in 
fact, the country seemed to be smitten with a railway mania. In 
conjunction with the projection of railways upon an extensive 
scale, many 'millions were invested in mines, insurance companies, 
and banks. The crisis was hastened by undue facilities beivg given 
by some banks fir the increase of credit, and by the excess issues 
of no?es on the part of many country banks. This latter fact 
practically brought about the passing of the Bank Charter Act of 
1844, the operations of which we have already dealt with in detail 
in a previous chapter. 

The trouble in this country was accentuated by the fact that 
difficulties arose in the United States where a large number of banks 
failed', and at the time, our trading relations with that country 
were very close. 

The reckless speculation in railways (which we shall notice was 
repeated during the next crisis), although it proved disastrous at 
the time, was ultimately the means of conferring considerable 
benefits upon the country, as a result of the great extension of 
railway facilities. 

The Crisis of 1847. 

After 1837, railways still continued to receive attention, and 
reckless speculation was once again indulged in. The continued 
locking up of capital for purposes of railway development resulted 
in the diversion of 'huge sums from the ordinary channels of 
commercial transactions. As a result, money became " dear,” and 
•-t.be Bank Rate was raised to 8 per cent, on the 23rd October, 1847. 
Undue extension of credit facilities had been brought about by 
what were termed Exthange Banks. These concerns made a 
speciality of advances upon, the security of railway shares. Persons 
were encouraged to speculate in the shares, raise a loan upon their 
security, speculate agkin with the money raised, and so it went on. 
The price t>f shares rose to adiigh level, tut the reaction was severe. 
The Exchange Banks suffered great dosses, and'all QfJJjem failed. 
Lajge numbers of customers lost their money, and the feeling of 
distrust spread, with the result that runs were made upon other 
banks. 

v The crisis of 1847 was intensified by the bad harvests of that year 
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ana preceauig years, and also by the failure of the potato crop in 
Ireland in 1846. As a result of the potato famine, heavy expenditure 
was necessary to secure food supplies, ajid so deal with the unfor¬ 
tunate state 3f affairs in Ireland. In addition to the grave troubles 
of famine, fever, and pestilence in Ireland at that time, there was 
the cost increased importation of food owing to the deficient 
harvest here. . 

The Reserve of the Bank of England fell so low that it became 
necessary for the directors of the Bank to place the position before 
Parliament, and, as a result, the Bank Charter Act of 1844 was 
suspended. There was no restriction of cash payments by the Bank 
as is sometimes supposed. The suspension of the Bank Charter 
Act was not a complete suspension of the Act, but only of the 
clause referring to the issue of notes beyond the amount of securities 
lodged in the Issue Department. 

When the Bank Charter Act was suspended in 1847, it was on the 
understanding that the rate charged for advances by the Bank 
should be jiot less than 8 per cent. The knowledge that the Govern¬ 
ment had intervened and that as many notes as might be required 
could be obtained, had the effect of calming the prevalent nervous 
feeling, with the result that the panic soon subsided. Confidehce 
was sufficiently restorer!, so that the power to suspend the Bank 
Charter Act was a formality, and it was not necessary for the 
directors of the Bank to avail themselves of the privilege. 

The t Crisis o! 1857. 

In 1857 another crisis occurred. Trade was depressed, and the 
country was feeling the ill-effects of the Crimean War. It often * 
happens that depression is greater after, than during a war. For 
some time, over-financing had been going'on in America, and our 
trading relations being closely connected with thaj country, the 
resultant suspension of many American banks made itself .felt 
here. A feeling of ’distrust* and excitement became prevalent, 
credit wasjestricted, and^he banks staengthened tjjeir positions.by 
withdraw als fi nnCThe' final basking reserve of the country, namely, 
that of the Bank of England. Matters wort; made mufti worsejry 
the fact that a large volume dl accommodation bills had hem created. 
Indeed, the Select Committee of the House of Commons appointed 
to inquire into the crisis of 1857,‘came to the conclusion that the 
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large volume ot accommodation paper in the country was the main 
cause which led up to the panic. 

It was thought that, imspitc o£ the heavy demands being made 
upon the Bank, it would be able to cope with the situation. Unfor¬ 
tunately, hiJwever, matters were brought to a head by the failure 
of thii Liverpool Borough Bank, which was soon followed by the 
great Anglo-Amurican house of Dennistouns, and two days after, 
the vVestern Bank of Scotland failed. As a result of these disasters, 
the Reserve of the Bank of England became depleted to such an 
extent, that the Government on the 12lh November authorised 
the suspension of the Bank Charter Act of 18-14. In this crisis the 
Bank availed itself id the Parliamentary authorisation, and issued 
£2,000,000 in notes. 

Of this £2,000,000, the Bank found it necessary to put into 
circulation only about a half. The rest was held in the Banking 
Department as part of the Reserve -in the ordinary way. 

As was the case in the crisis of 1847, the knowledge that the 
Government had intervened, calmed the excited state o£the public 
mind, restored confidence, and the panic' subsided. 

This crisis of 1857 was more serious than that of 1847, and the 

( 

Reserve of the Bank of England oil the night of the 12th November 
of the former year, fell to the perilously low figure of £580,751. 
The Reserve actually in London would be considerably less than 
that liguit, since (he above-mentioned sum, as we are aware, 
includes the figures of the Bank’s branches. On the above date, 
the letter from the Government authorising the suspension*of Ihe 
Bank Charter Ad was received by the Governor of the Bank, and 
^the position was saved. 

The Crisis of 1866. 

In this year occurred pfobably the worst crisis of the nineteenth 
century. Oil Friday, 11th May, Overend, Gurney, & Company, 
Lifted, a discount liouje of greaf repute, failed with liabilities 
afnounting to*approximat61y eighteen*. "0 a half milligns as on the 
date of the suspension. The above date was then, am! .Tnoiv, known 
a»» Black Friday ’’ ;> And the ejash was of such magnitude that no 
bank in T.ondou‘was considered safe. As a result of the panic scare, 
insane rushes were made upon till classes of banks, and for a short 
time there was a general “ rftn.”. 
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The suspension of Overends came as a staggering blow to flic 
general pultlic, although, as is usually Dio case, in matters of fhis 
kind,-the evcjjit was expected in a limited privileged circle in the 
City. 

The great house of Overends originated from the old Norwich 
Bank founded by Henry Gurnev in 1770. This bank liajl been 
engaged for some years in bill discounting, and finding that the 
occupation was a profitable one, it was decided to form a separate 
firm for bill discounting only. The Norwich Bank entered into 
negotiations with many leading merchants of the town, and, as a 
result, the new firm was put forward wifli John Overeud, Samuel 
Gurney, and Thomas Richardson (three young clerks) as fonndeis. 
The new firm was for some time under the control of the Gurney 
family, and was merely an agency. The Norwich Bank, not desir¬ 
ing their connection with the new firm to he apparent, styled (lie. 
undertaking as Richardson, Overeud fit Co. After a time, however, 
consequent upon the retirement of Thoinas-Richardson and the 
death of John Overeud, the firm c arried on business as Overeud & 
Co. with Samuel Gurnev as f he sole partner. It was due to the efforts 
of Samuel Gurney that the firm reached its subsequent levc^ of 
eminence and wealth. 

For many years the firm enjoyed unquestioned credit, and in 
some quarters their posit ion was considered second onlv to I he Bank 
of England itself. Samuel Gurney strongly advocated the principle 
that bankers, instead of placing their reserves witli the Bank of 
England, should lodge them with bill brokers. In this way, he 
contended that future financial crises (whic h iie slated were mainly 
caused by the relianc e of many .banks upon one bank) would bs» 
prevented. This course of action was adojited by several banks in 
London and the country, and as a result, enormous sums were placed 
on deposit with Overend, Gurney & Co* 

Samuel,Gurney—who may he regarded as one of the groat 
financiers of modern times—flied in 185£. As is oflyi the ca«£, the 
consequent withdr^Vjdrf^capital and wide experience made tfieir 
effects feltenter. • 

The fortunes of the great hout? of Ovefctid, Gurney tfe Co. erne 
for some time on the wane, and in 1865 it was decided to turn the 
business into a limited liability company. „ 

After the death of Samuel Gurney, the operations of the firm were 
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continued upon the same magnitude as before, but the diminished 
resources and experience resulted in large sums bciifg Advanced 
against securities of such n nature that they could i^ot be realised 
promptly and without loss. Enormous sums were, in fact, locked up. 

The goodwill of the business of Ovcrend, Gurney & Co. was valued 
at £500,000, and one-half of this was paid to the Vendorsoin cash, 
and the other h.-Jf in shares of the company. The public eagerly 
subscribed for shares, and on 12th July, 1865, Overend, Gurney & 
Co., Limited, displaced the firm. The capital of the company was 
£5,000,000 in 100,000 shares of £50 each, and the business of the 
firm (that of money dealers and bill brokers) was handed over to the 
new company on 1st August, 1865. 

The fall of Ovcrend, Gurney & Co., Limited, was largely due to 
the fact that they adopted the system of paying interest on deposits 
at call. The enormous sums received in this way, were speculated 
mainly in American securities ; and, as a result, the money was not 
available when the time of pressure arrived. In fact, for years the 
firm had been quite insolvent. , 

At the latter end of 1865 and early in 1866, large sums were 
withdrawn from the company by depositors, and a heavy fall in the 
price of the shares took place. The company could not stave off 
disaster, being hopelessly insolvent, and their failure caused great 
apprehension and distress. The crises of 1847 and 1857 were more in 
the nature'of mercantile than financial trouble; but in the crisis 
af 1866, banking credit was in grave danger. Of course, there were 
many more failures besides that of Overend, Gurney & Co., Limited ; 
but the crisis year of 1866 is especially notable for the collapse of 
that company. 

The speculative company promoting, as a result of the passing of 
the Companies Acts of 1862, coupled with the great fluctuations in 
the price of cotton and the distress, entailed—particularly in Lan- 
:ashire—as a result of the limited importation of that commodity 
iue'Jo the American Civil,,War, were the underlying causes of the 
revere crisis 0 LI 866 . ‘ V*. ,. . 

There were enormous demands by various bankaoise assistance 
[r-Mt the JBank of England, and .the Reserve of that institution fell 
so low, tltat’for the third time since 18i4, the Bank had to place the 
position before ^Government; and, as a result, the Bank Charter 
Act of 1844 was suspended for tlie third and last time. There was, 
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however, no need for an issue of notes beyond the limits prescribed 
by the above Act, as was the case in 1857. The gravity of the general 
situation may be gauged by the fact tha{ the Bank Rate was 10 per 
cent, for thr<& months. We know that a high Bank Rate has the 
effect of attracting gold from other financial centres andso replenish¬ 
ing thejleserve of the Bank of England, but in 1866 English credit 
was in such a low state, that in spite of the hij>h rate of Interest 
prevailing, gold was attracted very slowly. • 

The creditors of Ovcrend, Gurney & Co., Limited, were ultimately 
paid twenty shillings in the pound (with interest) but the shareholders 
were called upon to pay £25 on every £50 share they held. In accor¬ 
dance with the prospectus of the company, only £15 per share was to 
be called up ; so that with the three calls (amounting in all to £25) 
made upon the shareholders after the failure of the con^any, 
a total sum of £40 per share was paid by the unfortunate 
shareholders. 

The Directors of the company were brought to trial at the 
GuildhalLbut they were acquitted. 

We have seen that the Bank Charter Act of 1844 has been sus¬ 
pended on three occasions, due to the very heavy demands made upon 
the Bank of England as the pivot of our banking system, and»the 
holder of the only great reserve of gold in these islands. In each 
case, the action of the Government has met with complete success, 
and the great utility of the Act is to be found in the {lower of sus¬ 
pending it when circumstances warrant that course. Much has been 
written for and against the general effect of thc’Act upon our banking 
system generally, but the subject is a debatable one, and for that 
reason we do not enter into a discussion of the matter. 


The City of Glasgow Bank Failure, 1878. 

Although the failure of the^City of Glasgow Banl^in 1878 spread 
wide disaster in many parts, London was only slightly affected, 
and there never wis anything bearing th^ slightest resemblance 
to a financial crisis, as compared with the crises^already referred 
to in th^fpregomg paragraphs. The failure was not brought 
about by any " run,” or local mistrust.*. It ^lddenly collapsed 
because it was hopelessly'insolvent, and had been eo.for years. 
The cause of the failure is attributed to the advancing of huge 
sums to a few firms, on very, slender security. ” 
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For some time previous to the collapse, there had been a strong 
suspicion among bill brokers and several banks, that, something 
was radically wrong, owin^to the very large quantity of the bank's 
acceptances that kept continually coming forward. The bank was 
lot considered as being of the same standard as the well-known 
Scottish institutions that are still with us, and have player} such a 
proiniitt'nt part in the maintenance of the eminent banking traditions 
'A Scotland. * 

The year 1878 is a melancholy date in the history of banking in 
Scotland. The liability of the stockholders in the City of Glasgow 
Bank was unlimited ; and during the liquidation, calls were made 
to the extent of £2,750 for every £100 of stock held. As a result 
of the failure, there were many cases of extreme hardship, and utter 
ruin was brought upon a large number of homes and families in 
Scotland. 

For some years, falsified balance sheets had been issued which 
had the effect of keeping the bank in existence, and the confidence 
of the general public' was maintained up to the last. At the date of 
the suspension, the liabilities were estimated at over twelve millions 

Tlya Reserved Liability Act, 1879. 

In 1858 an Act was passed to grant limited liability to those banks 
which desired it. A considerable number of the banks did not avail 
themselves pf this facility, as they considered that the limitation of 
the liability of ,the shareholders would cause some apprehension 
among the depositors; and that loss of business would result. „ The 
ruin caused by the collapse of the City of Glasgow Bank resulted 
in a great depreciation of bank shares generally, and for some time 
they were almost unsaleable. Accordingly, in 1879, a new Act was 
passed which brought into being what is known as " reserved 
liability." By this Act, a qertain portion of each share could only 
be called up in the event of the liquidation of the bank, and that 
amount is termed " reserved liability," Many banks took advan¬ 
tage fli the Act, and it had','he effect of^calming the uneasiness in 
the public mint! as regards bank shares. Uu The oqq hand, the 
shareholders were'protected inasmuch as they could only be called 
upon to pay *. definite sum in the event of liquidation. On the other 
hand, the creditors of the bank had, by virtue of the reserved 
liability, a definite security for the payment of their debts. 
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The Baring Crisis, 1890. 

In 1890 Wie great merchant banking house of Baring Brothers & 
Co. was in difficulties. This great hoqse which had a long and 
unblemished record, world-wide influence, and had conducted many 
transactions in international finance upon a scale, of princely 
magnitude, reached the climax of its career on the 15th November, 
1890. Strong action by the Bank of Kngland combined \fith the 
other banks, resulted in the formation of a guarantee fund tocovcr 
the liabilities on acceptances of Baring Brothers & Co., which 
amounted to the huge sum of £15,775,000. The formation of this 
guarantee fund obviated a complete disturbance of credit that would 
assuredly have taken place had Barings not been assisted in the 
way they were. The linn was quite solvent, but its unfortunate 
position was due to the fact that it was greatly interested in the 
financial transactions of the South American countries, which for 
some time previous to 1890 had been under a cloud owing to the 
borrowing of enormous sums. The firm had unwisely entered into 
very largy transactions in regard to South American securities ; but 
their assets would, nevertheless, show a substantial surplus on 
realisation. The position was, however, that the assets were not 
in that liquid state which we know to be so essential. The failure 
to float the Uruguayan 6 per cent, loan for £4,255,31X1, together 
with the Buenos Ayres Water Supply and Drainage Company with a 
capital of £5,000,000, brought matters to a head. t 

The, active measures taken by the Bank of .England in con¬ 
junction with other important banks, in foritiing a guarantee fund, 
had the effect of preventing practically any disturbance of credit 
taking place. The general public was not made aware of the Baring, 
crisis, until the position had been quietly saved. 

The total liabilities of Barings at the time of the suspension 
amounted to about thirty millions, and had that house been permitted 
to fail, it is difficult to imagine how disastrous the results would have 
been. 

The * .in, 'ji ■ ■ ..... .....,...... — 

name of^ifi.e theTpGovernoi; of the Bank of England—the Right 
Hon. William Lidderdale. That gen flench was>afterwards publicly 
thanked for the strong and decisive action that had bee# taken at a ’ 
time of grave financial danger. 

On the 25th November, 1890, a company wis formed—Baring 
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Bros. & Co., Limited—to continue the great merchant banking 
business that had been built up by the firm. Barings, octupy an 
eminent position in the backing world of to-day. 

The blow dealt at banking credit in the City by the collapse of 
Overend, Giyney & Co., Limited, in 1866, had a very much more 
serious effect than the Baring crisis, although the latter business was 
of much greater magnitude than the former. The difficulties of 
Barings were grappled with promptly and decisively in the manner 
already indicated; and no actual panic took place. 

The Australian Banking Crisis, 1893. 

The collapse of many Australian banks during the latter months 
of 1892 and the early part of 1893, caused some uneasiness in 
London, but the trouble did not spread to English banks. 

For a good many years previous to 1893, the Australian banks had 
' been obtaining enormous sums in deposits. In many instances the 
banks paid commission for obtaining deposits, and this fact, coupled 
with the comparatively high rate of interest offered, led to a large 
volume of British money being poured into the Australian banks. 
From Scotland especially, the London branches of the Australian 
banks received large sums. 

Australia does not offer to banks the same field for desirable 
investment as our own country. It must be remembered that 
Australia has no money market, and, therefore, the banks there 
largely invested {heir funds by way of advances on houses, land, 
crops, cattle, and various agricultural products. Then again, for 
some years there had been keen competition among the banks, with 
.the result that large numbers of advances were made against 
TOtogether insufficient margins. 1 

A number of companies came into being for dealing with busi¬ 
ness of the nature indicated, above. The banks, in the first place, 
should never have locked up their funds to anything like the amount 
they’jlid in houses, land, crops, etc. This class of business is only 
suitable to a limited extent Vpr banks, an(Ut should have been left 
largely io the companies mentioned. nbwOWer, the' deposits 
continued to flow'in, and the cause of the crash that ultimately 
caSlFmay^ba briefly summed up' as unliquid resources at times 
of emergency. There is no doubt that for people to have specu¬ 
lated in land and buildings to the extent they did for several 
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years prior to 1893, the banks in Australia must have unduly 
assisted»in «uch speculation. 

The trouble commenced with the failyrc of the Mercantile Bank 
of Australia fh 1892, followed in February, 1893, by the Federal 
Bank of Australia. The failure of the Commercial Bank of Australia 
in April t 1893, brought matters to a head. During the next few weeks, 
suspension followed suspension with alarming frequency. After the 
Commercial Bank of Australia, suspensions occurred as follows— 

English, Scottish and Australian Bank. 

Australian Joint Stock Bank. 

London Chartered Bank of Australia. 

Standard Bank of Australia. 

National Bank of Australasia. 

Colonial Bank of Australasia. 

Bank of Victoria. 

City of Melbourne Bank. 

Commercial Banking Company of Sydney. 

Queensland National Bank. 

Royal Bank of Queensland. 

Of the above banks, there were several that were solvent; but 
as was the case in the Baring crisis, the assets could not lie rettiity 
realised during times of t cmergcney. 

The suspension of the Commercial Banking Company of Sydney 
caused considerable surprise, as it was looked upon as a yery power¬ 
ful institution. It made every effort to save tlie situation, but 
without avail. • 

The position became so serious that a ‘‘moratorium” was decreed; 
that is to say, bank holidays were declared from the 1st to 5th May 
inclusive. This practically amounts to a legal authorisation of a" 
temporary suspension of payment, to bo followed by the usual 
conduct of business. A moratory la\g is passed on an occasion 
of financial, commercial, or political stress. For example, during 
the Francb-German War, thcyFrench Governfnent passed moratory 
laws. In the case of the Australian crisis, the " moratorium * was 
intended a^p. tempffrfvurieasure of relief at a time of unpreetdented 
financial trouble. Three banks—the Bank, of New South Wales, 
the Bank of Australasia, and the Union Bank of Australia—did n?t 
suspend payment, nor did they avail themselves of the “ mora¬ 
torium.” Their continuance of business as usual, gained for each 
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of them a great amount of prestige—which they still enjoy—and 
their action considerably steadied matters, calmed th* fading of 
panic, and the crisis abated. Most of the banks that suspended 
payment during the Australian crisis were recoifttructcd and 
resumed buiiness. Since the anxious clays of 1893, Australian 
banking generally has made excellent progress, and man^ of the 
institutions that suspended payment are now happily in strong 
positions. 

There were many British depositors and shareholders who with¬ 
drew their deposits and sold their shares before the blow fell; but 
their action, of course, precipitated the crisis. 

Crises and Speculation. 

As* a general rule, practically all financial crises are caused by 
excessive speculation. It does not follow that speculation has a 
disastrous effect in all cases. In practically all markets, the specu¬ 
lative operator is at work, and in many modern business transac¬ 
tions there is a certain amount of speculative element present. It 
is the excessive and wild speculation that becomes so dangerous, 
inasmuch as the undue raising or lowering of prices brought about 
by*5lrtifirial means will result in reaction, contraction of credit, and 
financial disaster to many. Bankers now may be looked upon to a 
great extent as keepers of the public credit. In any speculative 
movement pf appreciable dimensions, there will be an extension of 
credit, and a resultant demand for borrowed capital, much of which 
will be obtained frorti the banks. When it becomes evident that 
there is an unusually speculative spirit abroad, the banker acts his 
part as a keeper of the public credit by raising the rate of interest, 
and by exercising very great care'in the manner in which he makes 
advances. 

Grises and'Modern Conditions. 

• 

M£ith the exception of the Baring crisis,' there ha's been no 
appreciable fihancial tensftin since 187^ the year in which the 
City o 4 Glasgow Bank collapsed. , There" aTS various reasons 
which can be gifren rjliy the recurrences of financial crises, once 
ISoked upofc as natural periodii events, have not taken place in 
modem times. The first is that speculation has been carried on 
in a manner different from the wild methods of the early part of the 
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nineteenth century. When the last century was still young and 
advancement so rapid, owing to the multitude of inventions, all 
classes were led to risk money in endeavouring to make fortunes 
at a quick rSte. The banks and the great financial houses were 
as much affected by the feverish spirit as the other* members of 
the community. That is a thing of the past, and there is now 
little fear of trouble arising again from this cause. Tift great 
financiers move with caution. Then, again, hanking methods 
have changed very considerably. The necessity for maintaining 
a good reserve, and for having their securities in such a form that 
they are easily realisable and consequently almost as good as 
ready money, has been recognised as the foundation of safe hank¬ 
ing. Such a policy must prevent the granting of hazardous loans, 
or allowing money to be tied up for an indefinite period. •True 
it is that there are not the chances, under such a regime, for huge 
profits to be made and high dividends to be paid, but the security 
gained has been an advantage to all classes of the community. 
Thirdly, tjicre is a greater uniformity amongst the bankers as to 
the terms upon which loans arc. granted, and this increases as the 
number of bank amalgamations becomes greater, whereby com¬ 
petition for business is restrained. Lastly, it appears that flWrt 
has been a great decrease in the number of accommodation bills 
upon the market. The majority of bills are now good trade bills, 
and the chances of their not being met at maturity aq very slight 
when the number in existence is taken into account. 

Crisis of 1914. 

It is impossible at the moment to do anything more than refer 
to the crisis caused in the banking world by the outbreak of the 
Great European War in 1911. The effch of this epoch-making 
event and the manner in whiyh it was«met can only be accurately 
estimated and studied at a later nerioi 



CHAPTER XIII 

FOREIGN EXCHANGES 

Introductory Remarks. 

Owing, to the great difficulty which surrounds the subject of 
Foreign Exchanges, or " Cambistry," as it was formerly called, 
it is not possible to do more than treat of the subject in the most 
elementary fashion. 

In order to settle the differences which arise when people of 
the same country have commercial transactions, it is necessary 
to have money or bank notes in certain cases, though now, owing 
to the enormous increase of the credit system, bills of exchange, 
cheques, and promissory notes are in great use. And these are 
quite satisfactory so long as the public confidence is maintained. 
But when there is a question of settling differences between differ¬ 
ent nations, other considerations arise. The settlements have to 
be made, but it is no longer a question of credit—it is a caso of actual 
payment. This plain statement of fact might easily lead to a 
misunderstanding, as it would appear at first sight that money 
has to be transferred from one country to another upon every 
transaction. Such a proceeding would obviously be most expen¬ 
sive and wasteful. It is necessary, therefore, for some means to 
be devised > by which the actual transfer of coin can, as far as 
possible, be avoided. It is not likely that a time will ever arrive 
when shipments of gold coin or bullion can be altogether abolished, 
but as commerce between nations is more or less of a mutual char¬ 
acter and the negotiability of well-known instruments of credit 
is universally recognised, it has come to pass that the export and 
import of the precious metals bear only the slightest ratio to the 
vastness of the amounts involved ir business transactions out of 
which payments and receipts arise. 

i; c 

Balancing International Trade. 

The problem must always be how to devJseT method by means 
°4ilffhich the necessity/nf transporting coin or bullion is reduced 
t<fa minimum. Put concretely, it may be stated thus:—Suppose 
an Englishman in London owes a sum of £10,000 to a Frenchman 
in Paris, what is the cheapest way of liquidating the debt ? If 
210 
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gold has to be transmitted, one or other of the parties must bear 
the cost ofr carriage, and therefore lose something upon the trans¬ 
action. But if, on the other hand, it is possible for either of the 
parties to finS other people who are indebted in the other direction, 
that is, if there are one or more persons in Paris wlifc owe money 
to a person or persons in London, and an exchange of indebtedness 
is made, a number of transactions can be carrigjl out without the 
transport of the sums of money involved. 

This will be all the clearer if we give an illustration. Whenever 
goods are sold, it is the usual custom to draw bills against the 
shipment, and consequently it follows that when two countries 
have mutual dealings, there must always be two sets of bills in 
circulation. The importer of wool, say, from Argentina, has to 
pay the draft drawn by the exporter from that country, add the 
exporter of iron to Argentina draws a bill upon his customer there 
in the same way as the wool exporter did. If the amounts are 
identical the transactions are balanced as Jollows— 


•Argentina. 

A. Importer of Iron .. £500 

B. Exporter of Wool .. £500 


United Kingdom. 

C. Importer of Wool .. £500 
I). Exporter of Iron .. £500 


A buys the bill of B and remits to D, whilst C buys the bill of D 
and remits to B, so tHht the transactions are completed without 
the transmission of any coin. The above illustration is founded 
upon the supposition that all the transactions between various 
countries balance, and that bills of exchange ctfnsettle all com¬ 
mercial dealings. But in practice there is always analance owing 
to or from a country, and the settlement must obviously take 
place in some other way. 


England's Position. 

Owing to the rapid growth of England’s commerce and also to 
the stability of our standard of value, London has becomij the 
financial centre of the world! and consequently there is no cawntry 
which h^ not large amk eonstant dealings of on$ fund or another 
with Loaien. Ithas, therefore, become the custom to dfaw bills 
upon London, that is, to draw bills whictuare payable jn Lond^p, 
all over the world. These bills, provided they sfre* good, arc 
accepted everywhere, and they have become a species of inter- 
natiohal currency. And since t 4he bills are so plentiful qnd common 
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it is always easy for any person who is abroad and desires to make 
a remittance to England to purchase one of these bflls from an 
individual whose particular business it is to deal in them, and to 
post the bill to this country. The money is then paid in England, 
and the debtor is released from his obligation. Bills drawn on 
London are called " sterling bills.” Owing to the large ■amount 
of work done in thus settling and collecting accounts, London has 
become by degrees a kind of clearing house in which international 
indebtedness is settled. 

Foreign Exchanges. 

The system by which commercial nations discharge their mutual 
indebtedness is called " foreign exchanges.” It deals, in fact, with 
the means of transmitting and settling international debts. At 
the same time, however, it deals with the international value of 
money, and with the value of a debt due in one country and pay¬ 
able in another. Tim term “ foreign exchanges ” is used at the 
present day to mean the rates of exchange between England and 
foreign countries, and vice versa. 

&I?At Par of Exchange. 

If the systems of coinage of two or more countries are con¬ 
sidered, it will be seen that there is a difference in the fineness of 
the precious metals used, that is, the quantity of alloy in the coins 
of one country is greater than in those of another. Before it is 
possible, thcielore, for any settlement of differences to be airived 
at, the value of the metals must be adjusted, because when there 
,js any transportation of coins, they are only estimated by their 
weight and fineness as bullion. The face value of the coins never 
enters into consideration at all. But if the coinage of two coun¬ 
tries is of the same metal, and both coinages are at their full weight 
and fineness, a calculation can be made by means of which an 
estimate of one can be arrived at in s:erms of the other: in other 
words, a relation has to be established , betwee n the jimount of 
pure metal in the standard coins of thedifferent countries, and 
Tfyj; is called the " Mat Par of Exchange.” Thus, taking the 
legal standards of England and France as gold, and the English 
pound as the standard unit of this country, the par of exchange 
between England and France is the number of standard units of 
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the Frencli coinage which contain precisely as much pure gold as 
the English* pound. The Mint Tar of Exchange as between London 
and Paris is, # as a matter of fact, 25-2915 francs, and this means 
that the amount of gold in an English sovereign is just the same 
as that contained in 25 2215 francs, taking the Napoleofi, or twenty- 
franc. plfcce, as the standard for the gold coinage of France. Single 
gold francs arc not coined in France, but one tone, that is, the 
twentieth part of a gold Napoleon, is taken as the unit. Just as 
Mint Pars of Exchange are calculated between London and Paris, 
so they arc calculated between London and other centres, lle- 
tween London and Berlin it is 20 43 marks to / I ; between London 
and New York $4-867 to £1 ; and between London and Vienna 
24 02 kronen to £1. 

Naturally, if there is any debasement or defacement of the coinage 
of a country, so that it is thereby depreciated in any way, the 
Rate of Exchange is at once affected. The foreign exchanges 
very soon show the effect, and the international diffeiences have 
to be settled upon a new basis. It cannot be too strongly insisted 
upon that in fixing the Mint Par of Exchange it is the value of the 
metal alone which is taken into consideration, and when a com- 
parison is made between coins, the value of the metal having been 
estimated, they are calculated as though they were placed side 
by side and no expense incurred in the shape of transport. 

Upon the slightest consideiation it will be quite clear that it 
is impossible to arrive at anything in the shape s>f a Mint Pa: of 
Exchange if the countries which are compared dcTTlTH possess the 
same metal as their standard of coinage. Thus, for example, 
there can be no Mint Par of Exchange between England, a gold, 
standard country, and China, a silver standard country, owing 
to the fact that there is a continuous fluctuation in the comparative 
values of gold and silver, apd that any attempt# to fix a ratio 
between Jhem could only lead to confusion. , 

This Mint Par of fexchang? will not ^ary, unless the coinagcMaws 
of one country ajp y'lp-.'ed. To establish the Mint Par between 
two countries, we must firs* ascertain the quantity of pifre gold 
in their standard coins. Let us, take England and Fra/icc. 

(a) At the English Mint, 40 lbs. troy of U fine g<5k? are comeu 
into 1,869 sovereigns. That is to say, eleven parts out of every 
twelve are pure gold, and o/ie-twelfth is alloy. 



214 


PRACTICAL BANKING 


(b) At the French Mint, one kilogramme of A fine gold is 
coined into 155 Napoleons (a Napoleon being twenty* francs). 
In this case we see that the " fineness,” as it is termed, differs 
from English gold, in that French standard gold is A fine; 
i.e., nine -parts out of ten are pure gold and one-tenth is alloy. 
Consequently, the amount of pure gold in 3,100 francs, (i.e., 
155 'Napoleonq, x 20) is 900 grammes. 

In order to find the Mint Par, we have now to determine the 
number of francs that arc equal in value to a sovereign, having 
found that 900 grammes pure gold are contained in 3,100 francs. 

In our Coinage Act of 1870, the metric weights of English coins 
are given, which fact is of assistance when we have to compare 
them with foreign coins. The metric weight of the sovereign is 
7'98ll05 grammes. Proceeding by chain rule 1 which is used 
largely in Foreign Exchange calculations, we have— 

? francs = /l. 

/I - = 7-988 grammes standard. 

12 =11 grammes fine. 

900 = 3100 francs. 1 

7-988 x 11 x 3100 

= —-=25-2215 

12 x 900 

Therefore, we have found that one sovereign is equal to 2522 T 
francs which is the Mint Par of Exchange between England and 
France. Francs are often written as Fr. 25-2215. 

With regard io German coinage laws, 500 grammes fine gold are 
coined into- oyj twenty-mark pieces, nine-tenths fine. To find 
the Mint Par of Exchange we proceed as before^- 


? marks 

12 

500 


= £ 1 - 


7-988 grammes standard. 
11 grammes fine. 

1395 marks. 


7-988 x II x 1395* 
12 x 500 


= 20-43 (nearly). 


* Chain Rule in a series of equations arran#^\n_two columns, and each 
equation represents the relation between the two quantities The first 
equation is a statement c.f what we are required to find. As regards the 
•q^ceeJing-equations, each fias for its first term amounts of the same denom¬ 
ination as the last term of the preceding equation. The last term of the final 
equation is in terms of the required answer. The product of the right-hand 
numbers divided by the product of the left-hand numbers, will give the 
required answer. 
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Therefore, £1 - 20-43 marks which is the Mint Par of 
Exchange £S between Berlin and London. Marks are frequently 
written as M. 20 43. , 

At the Urfltcd States Mint, a ten-dollar piece is coined out of 
258 grains fine gold. By our Coinage Act, an EngHsh sovereign 
contains 123 274 grains standard gold ; so that we may ascertain 
the Mint Par of Exchange between London ajid New York as 
under— • 

?8 = £ 1 . 

£\ 123-274 grains standard. 

12 — 11 grains fine. 

232-2 = 10 dollars. 

123-274 x 11 x 10 

—-— = 4-86f. 

12 x 232-2 

In the above statement, 232 2 is nine-tenths of 258 grains. 

The undermentioned are the principal Mint Pars with London, 
namely— 

Paris Fr. 25-22^ to £1. 

Berlin M. 20-43 to £ 1. 

New York $ 4-86J to £1. 

Vienna Kr. 24-02 [i.e. Kronen) to £1. 

As we have seen, in England the standard of gold coins is JJ fine. 
This would be termed 22 carat by jewellers, and as pure gold is 
24 carat, 22 carat gold shows that 2 carat alloy has been added, 
thereby making the metal U fine, i.e., ].! fine, which is English 
standard gold. 

At the Englisl^Mint 1,869 sovereigns are coined from 480 ozs. 
of } j fine gold. It follows, therefore, that each ounce of standard 
gold is equal to £3 17s. 10Jd., which is known as the Mint price. 
Most of the gold that comes to the English-market is taken by the 
Bank of England, and that institution ^mst give £3 17s. 9d. per 
ounce for fine gold offered to it, as has already been stated^in 
Chapter X* , 

In most countries the gold standard i/is fine, and'when foftign 
gold coins ire purchased by tlje Bank of England (which is/often 
the case) it buys them at a proportionate rate and by their_ 
weight. * * 

The Mint price of standard gold, namely, £3 17s. lOJd. per 
ounce, is the value of gold bullion expressed in terms of gold coinage. 


IS—(wl 



‘216 


PRACTICAL BANKING 


This price is not always a fixed one, as might be supposed, as it 
occasionally happens that when some countries particulgjly.require 
gold in large quantities, tfipy will give more than the Mint price. 
Some of the gold arriving in London is, of course, purchased by 
other countries. Whilst the Bank of England must buy fine 
gold at the rate of £3 17s. 9d. per ounce, it will sometimes give 
about a'halfpcnn^ more. 

Thifcoinage of gold is free in this country, and anyone who takes 
bar gold of the value of £20,000 or upwards to the Mint will receive 
it back in due course in sovereigns. In practice, however, bar gold 
of standard fineness (i.e., *1) is delivered to the Bank of England, 
which buys it at the rate of £3 17s. 9d. per ounce, making payment 
at once. The difference of ljd. per ounce between the Mint price 
and Hie price paid by the Bank of England, is equal to the loss of 
interest (dining the time the sovereigns are being minted) and 
other expenses. 

The Mint Par of Exchange is of importance because it is the 
pivot, as it were, of the rates of exchange; and we cannot tell 
whether a rate is for us or against us, unless we know the par. The 
Mint Par is a legal ratio; that is to say, when we state that a 
Wtfreign equals Fr. 25'22, it is taken to mean that this amount in 
French currency represents (according to French coinage laws) 
the same weight of gold in one sovereign, according to English 
coinage la^s. Consequently, if we melted, say, 2,522 French 
Napoleons and 2,000 sovereigns (which are equal since £1 = Fr. 
25-22), it dose <u>t follow by any means that we should obtain two 
pieces of gold of exactly the same value. That would depend upon 
the condition in which the coins were. The Mint Par, therefore, 
does not depend upon the actual coins, but upon the legal definition 
of the amount of gold- contained therein. It follows, therefore, 
that the Mint Par depends upon the coinage laws, and cannot change 
until such laws arc altered. It will, of course, make no difference 
wlxyher gold coins ale mutilated, or.wom below their legal weight 
—the Mint Phr of Exchange will still be the same, 
v -• ■ ° 

■I % 

* « 

tsfalculajiqn o! Indebtedness. 

As a person can always calculate his actual indebtedness in the 
coinage of another country, whenever it becomes a question of 
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having to settle differences by the payment of money, he is able 
to consider what are the best means of liquidating the same. The 
question is, p the first instance, whether money shall be trans¬ 
ported, or whether there is some cheaper method }>y means of 
which the outstanding debt can be settled. There is always a 
large number of bills drawn upon London in existence, and a 
debtor will find out what is the price which lie* will have (p pay 
for a bill or bills covering the amount of his debt in order to send 
the same to his creditor. There arc great variations in the prices 
of bills, owing to many circumstances, but there are limits beyond 
which they can seldom go. Naturally, if these limits were exceeded 
it would be cheaper to send coin and not trouble about bills at 
all. The limits are known as the specie or gold points, '{'bus, 
suppose that a merchant in Paris has to make a payment of £1,000 
to a merchant in London. Owing to the risk and expense atten¬ 
dant upon the sending of coin, he will do all he ran to avoid sending 
over the equivalent of £1,000 in Napoleons? blit will seek out a 
bill broker.who deals in bills drawn on London, and ascertain what 
is the price of a £1,000 bill. If the price is not in excess of the 
price of the carriage of bullion to the value of £ 1 , 000 , togt^jjjjj^ 
with the £ 1 , 000 , the bill will be bought and sent to its destination 
by post. 

Gold Points or Specie Points. 

Rates of exchange vary day by day, but t^ereTs a certain limit 
to such variations. The Mint Par of Exchange is nofThe existing 
rate of exchange. When the rate of exchange happens to be the 
same as the Mint Par, it is merejy a coincidence of figures. The 
rate of exchange may rise above or fall below the Mint Par, but 
seldom to a greater extent than the cost of sending gold. Therefore, 
the cost of shipping and insuring gold, fteoretica)ly<ixes the limit 
beyond which the rates of exchange seldom vyy. To arrive at the 
rate at which it is as cheap to Send gold {pm London.to Paris §$ to 
buy a draft, we have to take the cost of carriage, packing and 
insurance between those two* places—whicji is equal to (about) 
10 centimes per £1—and deduct # that sufii from the Mint Pa^f 
Conversely, to arrive at the point at which it is as cheap for a 
French merchant to send gold as to purchase a bill on London, we 
add 10 centimes to the Mint P^r. 
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We may, therefore, state as follows— 

Mint Par. Cost of transmitting gold. * " 

Fr. 25,22 - 10 C, = Fr. 25.12 Specie Point, London to Paris. 

Fr. 25.22 + 10 C. — Fr. *25.32 Specie Point, Paris ttj London. 

The above specie points are not absolutely definite figures. The 
cost of transmitting gold from London to Paris or Paris to London, 
may be taken as about 10 centimes per £1, but the charge will vary 
slightly according'to the volume of the operation. For instance, 
on a small shipment of gold the charges might amount to 12 centimes 
per £1, whilst on a large shipment the charges might be reduced to 
8 centimes per £1. If the rate of exchange rises to the export 
specie point, it is quite immaterial to the person making the 
remittance to Paris, whether he sends gold or purchases a draft. 

With regard to Berlin, the specie points are as follows— 

Mint Par. Cost of transmitting gold. 

M. 20.43 — 10 pfennigs (per £) — M. 20.33 Specie Point, London to Berlin. 
M. 20.43 + 10 „ — M. 20.53 Specie Point, Berlin to London. 

With reference to the specie points London to New York, and New 
York to London, the rates vary, as the time occupied ( in transit 
introduces the question of interest. The charges for shipments 

S about '037 cents, and the specie point from London to New 
may be taken as about ?T83, and from New York to London 
at about $4-90. 

Theoretically, the rates of exchange cannot vary beyond the 
mport or cuport specie points, for a person making a remittance 
vill not pay mdre for a bill than the cost of sending gold. In 
iractice, hoWfever, the rate does occasionally fall or rise boyond 
he specie points. The reasons for this are— 

(a) The cost of transmitting gold varies slightly from time to 
time, and therefore the usual specie points are not permanently 
exact. 

(6) Gold rray at any time be obtained in London for export, 
bat in other financial centres this is not always possible. For 
etfjunple, the Bank of France (which has a lirge gold reserve as a 
Racking for its enormous fiote issue) will place a premium on gold 
intended for export, should circumstances 'arise that„render an 
export pf the metali'inconvenient. The fact that gold may be 
obtaineU in London for export purposes, without it being necessary 
to surmount any obstacles to secure the metal, has earned for the 
City its title of a " free market fpr gold." 
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At tjie Jime of the recent American financial crisis which was at 
its height in November, 1907, an unusual position arose with regard 
to Foreign Exchange rates. On 4th November of that year, the 
cable exchange rate in New York on London was |4'90{, which 
signified that 4 dollars 90J cents were being given for one sovereign. 
Under*ordinary conditions, when the rate rises to that figure, gold 
would be sent from the United States to England, as lias been already 
pointed out; and at normal times, gold would be exported from 
England to the United States at $4 83. There was thus a difference 
of 1\ cents between that figure and the one ruling during November, 
1907, and yet gold was imported into the United States. The reason 
was that the American banks were so pressed for the metal, that 
they were prepared to pay an uncommercial price for it. 

Foreign Bills. 

It is clear, therefore, (hat the chief method of settling inter¬ 
national debts is the utilisation of bills drawn upon London. But 
it is not*to bo assumed from this statement that there are not 
also plenty of bills in existence which arc drawn payable abroad. 
They are, however, few in comparison with the other kindh^it 
is not worth while for an English debtor to draw a bill payable 
abroad when it is possible to pay debts by accepting bills payable 
in London. In addition, there is the advantage derived from 
uniformity of practice. In point of fact, the bills drawn fipon 
London do not, as a matter of course, find th«r way *cj this country 
at once. On the contrary, they form a species of international 
currency, and foreigners settle their own differences by means of, 
the same kind of bills. For example, a debtor in Paris will pay" 
his creditor in Berlin by a bill drawn upon London And this 
same bill may, in turn, visit various other capitals or impoitant 
cities in liquidation of international debts, and only when it matures 
will it arrive at its domicil 

Foreign. Gentry. 

The foreign exchanges are'of much greater importance abroad 
than in England, because there am more dealings in billsiespeciaiTy 
as bills on England form a favourite investment. In fact at various 
foreign centres there is a gigantic business carried on in bills. And 
the price of the bills is, fixed fh the same manner as (he price of 
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ther commodities, that is, the ordinary laws of supply and demand 
re applicable to them. When the bills are very plentiful, the 
dee sinks below the Mint'Par of Exchange; when,the demand 
or them is gjeater than the supply, the price rises above the Mint 
’ar of Exchange. But it is not by continually altering the rates 
f internet and discount that the value of a bill is calculated and 
ts present amoutit ascertained. Calculations are made in the 
urrencics of the countries concerned; these are published, and 
. result is then arrived at. The constant variations lead to a vast 
.mount of speculation, especially in the foreign centres where 
hey are so largely dealt in. 

There is another important element in the foreign exchanges 
whicU must not be lost sight of, and that is that foreign banks 
and mercantile firms abroad invest their surplus funds in bills pay¬ 
able in England which mature at various dates, so that the rate 

of interest prevailing in this country causes continuous fluctuations. 

* 

Quotation of the Foreign Exchanges. r 

Foreign bill transactions are settled at the Royal Exchange, 
hudon, twice in each week, namely, on Tuesdays and Thursdays, 
on which days a number of exchange brokers and representatives 
of the important foreign banks in Londoh meet for the purpose 
of buying and selling foreign bills. The prices arc fixed and the 
quotations are then published in tiie papers. On the opposite page 
is a specimen the,fourth column being added to assist in 
understanding the quotations, 

, The rates that are here given are those which arc quoted in 
'London for negotiable paper (bills and cheques), which is payable 
at the different places .mentioned. It is to be understood that 
such a quotation as “ Stockholm, 18-42-46 ” is a shortened form 
for " Stockhohh, 18'42—lf?-46.“ This remark applies to all the 
othJr quotations. . 

will be observed that there are two prices mentioned for each 
town under eacif date. The first price.is that demanded for first- 
class bank paper, and ihe other for 'ordinary trade bills". This is 
Vf^ilar to'tlje different rates of discount which arc charged by the 
London banks for bills which vary in character, so far as their 
commercial value is concerned. A great authority has said: 
" Credit is “a very important clemeht to be considered in the rate 
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Amsterdam 

Rotterdam 
Antwerp and 
Brussels 
Paris 

Marseilles 

Hamburg 

Berlin 

Leipsic 

Frankfort-on- 
the-Main 
Petrograd 

Copenhagen 
Stockholm 
Christiania 
Vienna _ 
Trieste 
Zurich and 
Basle 

Madrid 
Cadiz 
Seville 
Barcelona 
Malaga 
Granada 
Santander 
Bilbao 
Zaragoza 
Genoa, 'Milan, 
Leghorn 
Venice 
Rome 

Palermo and 
Messina 
1 Lisbon 

1 Oportc^ 
Calcutta 

Calcutta Und 
Bomba} 

New York 


The Course of Exchange. 



j Prices negotiated. 


I 

lime. 






14th Sept. 

1 12th Sept. 

} 

Short 

3 Mtlis. 

121} 

12 4 

- 2i 

- 4* 

12-li 

124 

" 2* | 
- 4* 

Guilders and 

•. 

12 4 

- 4i 

12 4 

- <i ) 

stivers for £1. 

t 


25-60 

- 67* 

25-61 \ 

- 67* ] 


Short 

25-20 

- 25 

25-22* 

- 27* ! 

Francs and 

3 Mths. 

25 411 

- 471 

25-42* 

- 47* j 
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25-42* 
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20-70 
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- 47 
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■■ 
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-.42 
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-55 

25-50 

- 55 
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43ft 
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43,', 

- 43 A 


, 43,:, 
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43 A 

- 43 A 
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,, 


,, 

,, 

“ j' 
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” 

.. 

.. 
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of exchange, and so notorious is this amongst those engaged in 
international trade that the price at which exporting houses can 
sell their foreign bills is ldoked upon as an unerring test of the 
credit which > they enjoy amongst their neighbours,” 

A few words are necessary to explain the table on page 221. With 
regard Jo Holland, for instance, the quotation, showiftg the 
equivalent of the English sovereign, is in florins or guilders, and 
stivers, the latter being fivc-cent pieces. With Belgium the quota¬ 
tion is in francs and centimes, with Germany in marks and pfennigs, 
with Scandinavia in crowns and ore, with France and Switzerland 
in francs and centimes, with Austria in crowns and hellers, and 
with Italy in lire and centesimi. With Spain the rate of exchange 
is given in pence for one peso, and with Portugal in pence for one 
milreis. The Russian Exchange is the price in pence for one 
rouble, and the United States in pence for one dollar. 

The table which has been given is not only known as the Course 
of Exchange, but also-as the London Course of Exchange, and it 
sets out the prices at which upon the average bills can ba obtained 
in London for the purpose of liquidating debts due in foreign 
count ries. But if the daily papers are examined it will be seen 
that there is another table, giving the Foreign Rates of Exchange, 
and this states the rates at which bills payable in London and 
drawn on this country can be purchased at the various foreign 
centres. It will be noticed that a comparison is always made 
with the preceding quotation, so that the variations can be noticed 
at once. TlltT":able on the opposite page shows the Exchange 
on London. 

The rates shown are those prevailing at the places named for 
cheques and bills on London, and are cabled from those centres 
daily. These rates should not be confused with the Course of 
Exchange already given, which is drajvn up in London. 

It>will be noticed tfiat most foreign centres quote on, London 
in thtjr currency. With regard to Calcutta, Lisbon, etc., as they 
quote qg in sterling we do the' same (vide Course of Exchange). 

It is an advantage to have the rites of exchange oir London 
stated in tie same terms' as those.quoted abroad, as this facilitates 
comparison between rates current abroad and those current here. 
But there are differences. We quote Amsterdam in guilders (or 
.Dutch florins) and stivers, but Amsterdam quotes us in florins 
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Exchange on London. 


Paris, clique 
„ Bank Rate 
„ Market Discount .. 
Brussels, cheques .. 

Berlin, sight 
„ Bank Rate 

„ Market Discount 

Vienna, sight 
Amsterdam, sight 
Rome, sight 
Madrid, sight 
Lisbon, sight 
Petrograd, 3 Months 
Alexandria 
Bombay, T.T. 

Calcutta, T.T. 

Hong-Kong, T.T. 

Shanghai, T.T. 

,, 4 months 

Singapore, T.T. 

Yokohama, T.T. 

„ 4 months 

Buenos Ayres, 90 days .. 
Monte Video, 90 days .. 
Rio de Janerio, 90 days # 
Valparaiso, 90 days 


t 


Latest 

Previous 

quotation. 

quotation. 

25*174 

25-161 

3 p.c. 

3 m.c. 

3 A pc- » 

3-3} p.c. 

25-36 

25 34* 

'20-48 

20-48} 

4 p.c. 

4 p.c. 

4J p.c. 

4 p.c. 

•24i3i 

24-13} 

12-09} 

12-09} 

25-44 

25-41 

27-40 

27-39 

49}d. 

SOd. 

93 971 

93-97 * 



Is. 4,!„<1. 

Is. 4Ad- 

Is. Sill. 

2s. «i;vi. 

Is. 9.yi. 

2s. 4|d. 

2s. 510. 

2s. 5Ad. 

2s. 4 Ad. 

2s. 0j|<l. 

2s. 4 Ad. 

2s. 03d. 

2s. Otjjd. 
48}d. 
SHI-1. 

2s. 0}d, 

4 bUm 

siJt 

I 07 ,d. 

16,’,d. 

lojmd. 

iou'd. 


and cents. The stiver has ceased to be Dutch money of account 
for vefy many years, and bills on Holland are drawn in florins and 
cents. .Russia quotes London in roubles to £10, whereas London 
quotes Russia in pence to the rouble. Spain, again, quotes London 
in pesetas to the £1, whereas in the opposite course the quotation 
is pence to the peso. And the United Sta'tes takes the dollar and 
the pound as the basis of calculation/ whilst ‘Loiylon quotes in 
pence to the dollar. , 

The letters T.T. wTiich appear against some of the above sates 
in the Exchange on London mean " Telegraphic Jransfer,” which 
is a cabled authority from one bank to another to pay a Certain 
amount to a particular person. This method * 0 { remittance is. 
slightly .dearer than purchasing a sight bill, but Telegraphic Trans¬ 
fers are being used on an increasing scale between this country 
and the United States, as welj as with India. 
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High and Low Exchange. 

In dealing with foreign exchanges, the terras ,r high ” and 
“ low ” are used with thd greatest frequency, and {hey are calcu¬ 
lated to mislead, since they express the exact converse of their 
ordinary meaning. For example, a rise in the French Exchange 
means^a fall in the value of the French currency, and is ‘therefore 
against that coiintry. If a draft has to be purchased on Paris, 
it is advisable to get a high rate because more francs are obtained 
for the pound sterling. If, however, a draft is being sold on that 
city, the lowest rate must be obtained, the rule to be observed 
being " buy high and sell low.” 

Favourable and Unfavourable Exchanges. 

These terms, favourable and unfavourable, are also used very 
frequently in respect of the foreign exchanges. They are used 
o express the idea of gold being imported into or exported from 
. country. For example, the rate of exchange is said to be favour- 
.ble to this country when it is such that it tends to approach the 
>oint at which gold will be imported from abroad. On the other 
land, it is said to be unfavourable when the rate is such that gold 
"about to be exported instead of the international differences 
>eing settled by the transfer of bills of exchange. On the slightest 
:onsidcration it is clear that in practice there must be great fluctua- 
ions in the exchanges. If they were always unfavourable to a 
:ountry, one thing only could happen, and that would be a gradual 
vithdrawal« 0 f-$b'd until the whole had absolutely departed.* This 
s a most unlikely thing to happen. If there is to be a, continu- 
ince of mutual intercourse between nations, it must follow naturally 
hat the exports of the one must equal the imports from all the 
>thers, and in the end the two sides of the balance sheet must 
igree. This y? the accepted axiom with reference to commercial 
:opmodities, but it is not confined to them. England, for instance, 
las^a large amount of capital invested in different countries, and 
>14 these investments interest has to be paid. Goods are sent 
rom \ country so indebted and bills are drawn upqn London. 
This represents 3n indebtedness on the part of England. But if 
He country expo ting goods has'to pay interest.upon investments, 
he bills may be eventually cancelled by the foreign dividend 
layer hanging over to the foreign exporter the amount due and 



FOREIGN EXCHANGES 


225 


thus cancelling the bill. The illustration just given puts the whole 
matter in tfle very simplest fashion, and such a thing is extremely 
unlikely to happen in actual practice. But the same end is attained 
in the multiplicity of tiansactions, even though there is a trans¬ 
ference of bills from country to country in a general liquidation. 
It has Ifcen shown in a previous chapter how a general settlement 
can be arrived at in the case of cheques for all amounts through 
the medium of the Clearing House. la international exchanges 
London occupies a position which is exactly analogous to that 
of the Clearing House in the case of bankers. 

It has been pointed out in the last paragraph that if the course 
of exchange was always unfavourable to a particular country, 
there could be but one result, namely, it would eventually be 
denuded of the whole of its gold. Of course such a state of tilings 
would be most disastrous. On the other hand, if the course of 
exchange was always favourable and the country became absolutely 
flooded with gold, the result would be most disadvantageous, since 
there could not be opportunities at hand which would allow of a 
profitable use being made of it. Since London is the centre of 
financial transactions in connection with the foreign exchanges, 
it is necessary to notice the action of the Bank of England*!?? 
regard to this matter, the Bank being, as is well known, the holder 
of the reserve gold of the country. When the reserve of gold has 
reached a high level, the rate of discount is lowered, and at once 
the inflow of gold is arrested. On the other hand^when the reserve 
has stink to a low level, and there is a chance ofTts being reduced 
still loY«:r, the rate of discount is raised, and immediately the ad¬ 
vantage that is offered of a higher interest being paid upon invest¬ 
ments attracts gold from abroad and puts a stoppage to its being 
exported. These oscillations of the pendulum have the desired 
effect, and periodically, although the exact tiifte i#ay be short, a 
normal condition is arrived at and the par of exchange is 
restored. 

Short apd Long Exchanges. 

One other matter must be noticed in eojmecnon wun me raojig 
of the £ourse of .Exchange which is quoted on a pfefious pSge. 
Upon an examination of that table it will be seen that mention is 
made in some cases of two different rates namelv. short and lone 
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rates (generally three months), the difference in the latter being 
for interest allowed to the buyer. 

As between two near Countries the rate of exchange for bills 
on demand or at sight will be the same. If the sight rate in London 
on Paris is Fr. 25-20, that quoted in Paris on London will be the 
same., Consequently, £100 will purchase a bill in London for 
2,52(1 francs, and 2,520 francs will purchase a bill in Paris for £100. 

The long rate is the prioe of a bill payable a certain time (generally 
three months) after the date of purchase, and in fixing the price, 
allowance is made for the fact that the recipient of the bill may wish 
to realise it by discounting. The principal consideration in the long 
rate, therefore, is interest in the country where a bill is payable. 
Secondly, the cost of the bill stamp will be another constituent of 
the long rate. Then we have the element of risk. This is very 
slight, but it nevertheless has to be taken into account. The 
interest in respect of the long exchange is based upon the bank rate 
ruling in the foreign*centre for commercial bills, and upon the 
market rate of discount in the case of bank bills. If tht bank rate 
changes, the long rate will alter, rising and falling with each 
.alteration in the interest. 

*"*lt should be noted that where a country quotes in its own currency, 
the long rate is lower than the sight rate; 'and where a quotation is 
made in the currency of another country, the long rate is higher than 
the sight rarte. Therefore, in the Course of Exchange already given, • 
the sight rate Ljjhdoij on Paris is 25-20, and the long rate is 25-41J, 
the latter bffng higher because we quote in French currency. 

With regard to the allowance for contingencies already referred 
’ to, this is higher for inferior paper than for good bills. It is barely 
noticeable, however, in. the long exchange upon any particular 
country ; and as the quotations in the Course of Exchange are for 
reliable bills, we need not here take, the question of contingencies 
inta account when dealing with long rates. Of cours?, should 
crechj at any particular fentre be*’considerably disturbed, the 
eletnetit of risk rill at once*be taken into careful consideration. 

Let us take some simple examples'of the working of Sight rates 
.and long rates. Givendhe sight rate and the rate of interest in the 
country where the bill is payable, we can find the long rate. 

If sight rate London on Paris is 25-20 and the discount rate in 
Paris is 3 per cent., a three months’,bill on Paris in London will be 
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issued at the rate of exchange of 25'39 (disregarding the foreign bill 
stamp)-* , 

Sight IJate .• .. .. 25 20 

3 months’ interest at 3 per cent, per annum ■ 19 

25-39 

The above may be elucidated by the following remarks. , If a 
French bank in London issues a sight bill on Paris it receives the 
amount in sterling at once, and as the Paris branch of that bank 
has to pay the bill at sight, fewer francs will be given per pound 
than if the Paris branch were not called upon to pay the bill for 
three months. The following example of remittance by sight and 
long exchange should be noted— 

A of London pays £100 for a sight draft on 
Paris at the exchange of 25-20, therefore 
A obtains a draft for .. ..... Fr. 2,520 

B of London pays £100 for a three months’ 
draft on Paris at the exchange of 25'39 
and obtains a draft for .. Fr. 2,539 

B’s correspondent at Paris discounts 
the draft, when the rate of interest 
is 3 % p.a. 

Interest at 3 months is .. .. 19 

Proceeds of draft . . .*= Fr. 2,520 

Therefore, in the above simple example, the ultimate cash value 
of the draft at the sight rate and the long rate is the same. 

It may happen occasionally that something should be allowed 
for considerations of risk as has been stated previously. This 
point, however, has been omitted in our working, lor the sake of 
simplicity. Generally speakigg, we may say*that the two metlfods 
of remitting by short and long exchange come to practically the 
same. Apy difference would.be only very slight? 

Let us now look at the matter from tha foreign point of 
view. 

If we take the same sight rate as in the foregoing instance ot 
London on Paris, and the rate of discount in London is 4 per cent., 
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a three months’ bill will be issued in Paris on London at the rate of 
24-95— 

Sight Rate .. t ... 25-20 

Three months’ interest at 4 per cent, per annum 1 ' 

(say) 25 


24-95 

It may at first sight appear perplexing, when we compare the 
above long rate with that of London on Paris. The difficulty 
disappears, however, when we state the matter in the following 
way- 

fa) London on Paris. If a pound sterling is paid immediately 
for francs payable three months hence, more francs will be 
obtained than if payment of francs were required at once. As we 
have already seen, therefore, the long rate London on Paris is 
25-39 (i.e., 25-20 + 19 c.). 

(b) Paris on London. If francs are paid in Paris at once for a 
pound sterling, and the pound is not required to be repaid for 
three months, fewer francs will obviously be paid for each pound 
~&»an if immediate payment were desired. Therefore, the three 
months’ rate Paris on London will be 24-95 (i.e., 25-20 - 25 c.) 
as shown in the above example. 

Although, as has been stated, long rate bills are those which 
lave generally a^ period of three months to mn, there are plenty 
if bills dealt wi‘h which have a much shorter currency before 
naturity, perhaps twenty or thirty days. In such a case a rate 
s charged which is known as a " tel quel ” rate (generally a&brevi- 
ited into “t.q. ” rate), and this is calculated upon the basis of 
he long rate so as to correspond with the term for which the bill 
s current. 
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FLUCTUATIONS IN KATES OF EXCHANGE 

• 

We ha\£ now to consider the influences that cause fluctuations 
in the sight exchange rate, and, as a result, in the exchange taken as 
a whole ; since the long rate, as we know, is based upon the eight 
rate. * 

The rate o( exchange is the combined effect of a variety of influ¬ 
ences. Those influences are too complex to allow of their being 
accurately gauged. The whole question hinges upon the supply and 
demand of bills, as we are aware ; but it is necessary for us to 
consider the main circumstances that lead to the creation and «alc 
of bills, together with the reason of the necessity of purchasing bills 
for remittance purposes. 

We will take the case of the circumstances under which bills are 
drawn on London. The following schedule will show the various 
headings in a convenient form— 


Bills are Drawn on London in respect of- 


(1) Trade Influences, 
namely: 

(2) Stack Exchange In¬ 
fluences, namely; 


•• 


(3) Banking Influences, 
namely: 


Exports of goods. 

Loans to foreign governments, 
etc. . 

Securities of various* kiads 
sold in London for foreign 
account—or purchased abroad 
for account of London. 

Bankers' investfnents in bills. 

Document ary* Credits? , 

Travellers’ Credits. 

Arbitrage and speculative ex¬ 
change transactions. , 


The above headings constitute the sounds of The supply of bills, 
on London, and we may summarise the demand by ftcfcns of the ‘ 
headings on next page. 
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Bills are Required on London in respect of— 

(1) Trade Influences, 
namely: 

(2) Stock Exchange In¬ 
fluences, namely: 


(3) Banking Influences, 
namely: 


Let us, for purposes of comparison, combine each of the 
corresponding headings in the above schedules. 

(1) Trade Influenced .—This is, of course, the chief influence we 
have to deal with. Exporters in foreign countries are continuously 
drawing on London against their exports to us of food and other 
cqmmodities. Importers also are likewise remitting bills on 
London to pay for various manufactured goods that they import 
from us. Unusually heavy imports tend to bring the exchanges 
against a country, and abnormal exports tend to produce an oppo¬ 
site effect. * We know that bills on London find a ready market in 
all important financial centres, but it should not be assumed that 
they will be remitted here direct by the country drawing them. 
They may easily get into circulation elsewhere, being bought up 
by any country which is indebteddo London, and which is desirous 
of liquidating its liability by means of negotiable instruments 
instead of any movement of money. Such a method has the 
hgneficial effect of steadying the rater of exchange between London 
and th» country which buys the bills, whereas otherwise the 
exchange would have beer in our favour. 

feilk , on London have a higher reputation than those on any 
other centre, and, are consequently more saleable. London has a 
•ate of exchange with every country that has an established com¬ 
merce, and there is hardly any financial operation of importance 
where the rate of exchange on London does not form the basis of 


Imports, Freights, Commissicns, 

, and Brokerages. 

Securities purchased in London 
for foreign account, or sold 
abroad for account of London. 

Interest on loans, and on foreign 
securities held here. 

Bankers’ investments in bills. 

Credits to cover drafts issued 
against documentary and 
blank credits. 

Arbitrage and speculative ex¬ 
change transactions. 


6 1 
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the transaction. When America imports coffee from Brazil, the 
settlemenUs effected mainly by drafts on London. When America 
ships goods to Russia, the settlement if usually effected by a draft 
drawn upon flie Russian customer in sterling, and marked " Payable 
in London." Merchants in the East drawing upon Mndrican cus- 
tomer% generally effect payment in a like manner. When Europe 
imports wheat from Canada, the settlement is principally* effected 
by drafts on London. As regards countries that have noSdirect 
exchange relations with America, when such countries import Ameri¬ 
can goods, New York draws mainly on London for account of the 
particular nation concerned, which covers us by remitting mainly 
cheques on London, or English bills. Bills of exchange representing 
transactions of a world-wide nature flow to London where they arc 
set off one against another. In fact, London is often referred 4o as 
the world’s clearing house. 

It is only a natural consequence, that the position of the Bank of 
England, of the English Money Market, and the tendencies of the 
rates of exchange on London, are attentively followed by practically 
every branch of international trade. The Weekly Return of the 
Bank of England is telegraphed to many countries, and is published 
there for the guidance of those interested. The rate of cxchangoon 
London is everywhere the principal and international rate. 

The influence of the balance of trade on the exchanges cannot 
be gauged. It is sometimes supposed that if the exports of a 
country exceed its imports, the difference must be settled by pay¬ 
ment,^ gold. Normally the imports of GrcSt Britain are greatly 
in excess of the exports, as a glance at the Board of Trade Returns 
will sh!w. This does not imply that we become less wealthy thereby, 
neither does it prove that our jfhyments and indebtedness to the 
foreigner are greater than his payments and indebtedness to us. 
The difference is so great that payment jn gold would be out of the 
question. Great Britain conducts the greater part of the world’s, 
carryingtrade, in respect of wtych many milliofls are earned annq^lly. 
She also is a creditor nation in regard fc8 huge sums that haveftxjen 
invested in foreign countries .and in our colonies* In comfection 
therewith, she is entitled to receive very l^tge sums for interest on 
such investments. Insteackof being paid in*gold for tie&ources of*' 
income'above indicated, goods are received. In other words, 
imports are received in excess of exports. Those countries that are 

16—(!JS«) 
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creditor or carrying countries on an appreciable scale may, and do, 
import more than they export; but a nation which isi neither the 
one nor the other, cannot do so without increasing its indebtedness 
to other countries. Russia, for instance, must export goods to 
cover her iifiports, and, in addition, export further goods in payment 
of the interest on her large loans. When there is not a sufficiency 
of products to cpver both requirements, recourse is had to further 
loank. 

The index to the rate of exchange between two countries is rather 
measured by the amount due for immediate payment, than by the 
balance of trade. Indeed, the balance of trade may be said to be an 
unknown quantity, since we cannot place any real reliance upon 
Board of Trade Returns. Imports and exports are often declared 
in k manner that is far from being exact. 

There are imports and exports that are not included in Board 
of Trade Returns, namely, large quantities of foreign bonds, the 
value and volume o{ which cannot possibly be estimated. It is 
known, however, that they have been considerably on {he increase 
for several years past, and by reason of their constant changes and 
magnitude, it is practically impossible to arrive at a correct estimate 
of the international indebtedness of any two countries. If we send a 
number of German bonds to Paris we reduce our liability to France, 
and lessen Germany’s liability to us, concurrently increasing her 
debt to France. These operations are known as “ invisible exports 
and imports.” .This term also includes services rendered by one 
nation to -another, 'which ultimately have to be paid for j con¬ 
sequently they exercise the same influence on the exchanges of the 
country rendering the service, as an export of goods by that country 
would. For example, the amount in freights earned by our mer¬ 
cantile marine (estimated to be about one hundred million sterling 
annually), is a, very large item which does not appear in the Board of 
Trade Returns, 

The state of the market as to exchanges is aSected by the varying 
seasons of the year, and certain particular causes may lead to a 
rapid - 'fluctuation in quotations. The New York Exqhange is a 
good illustration. The, most prominent factor in connection with 
it 1 is the*shipment of cotton and wheat to this country, and the 
effect is to cause the exchanges to be against us during' the last 
four months of the year. 



FLUCTUATIONS IN RATIOS OF EXCHANCfe 


233 


Included under the heading of " Trade influences" are com¬ 
missions aftd brokerages amounting to a considerable sum annually, 
charged to foreign clients by the large nllmber of foreign loan agents, 
stockbrokers, produce brokers, agents, etc. 

(2) Stock Exchange Influences .—Stock Exchange operations often 
affect fetes—particularly those of New York and Paris. , 

There is an account running between the chief financial .cities, 
in respect of various international securities that are freely deall 
with on the chief European “ Bourses ” (i.e., Stock Exchanges) 
The account as between London and New York is of very large 
dimensions. If transactions of any dimension take place betweer 
these two cities, the cheques and demand drafts drawn in paymeni 
have the effect of influencing the exchanges either favourably 01 
adversely. 

When a foreign loan has to be floated, London is the financial 
centre to which all eyes are turned. In fact, Lombard Street has 
sometimes been termed the world's loan ofike. If the loan is suc¬ 
cessfully floated, the money borrowed in London by another country 
has to be remitted in some form or other. Bills are drawn on 
the loan agents, and the result is a fall in the rate of exchange, 
Goods are frequently purchased in England with the money 
obtained by the loan and then exported to the borrowing country, 
and this tends to affect the exchanges as a trade influence. The 
payment of heavy war indemnities also exercises an enormous 
influence. In 1871 when France had to remil to Germany the wai 
indemnity of two hundred millions sterling, its effect whs felt in all 
parts q f, the world for a very long period. 

In addition to foreign Government loans, many foreign railways, 
harbour boards, municipalities, and other undertakings, obtain funds 
in London. All operations of this description tend to turn the 
exchanges against us. Conversely, thfe millions that have to be 
remitted to London for interest on the huge spins we have invested 
abroad is an exchange factof that is qpnsiderably in our fajftiur, 
and it becomes apparent in January aifd July when the halLyearly 
interest efiupons are due for payment. 

(3) Banking Influences .—Banljing influences, again,, are not 
without .considerable effect. There is generally a profit to be 
made out of the various bill transactions, and foreign bankers are 
not at all slow to take full advantage of the same. Indeed, it is 
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quite a common practice for financial houses abroad to invest their 
funds in bills drawn on London, and to regard them as lfqufd assets, 
seeing that it is always poSsible to convert them intq cash at short 
notice. JTify are looked upon as a convenient kind of investment, 
because they yield a certain amount of interest between the date 
of issu^and maturity. In fact, bill transactions are always based 
upor^the price ofeuch documents on demand, less the three months’ 
interest. The rate of interest is fixed by that which rules where 
the bill is payable, so that bills are bought with the view of obtain¬ 
ing the higher rate of interest in the foreign country. As a rule, 
the difference of the rate between two countries is divided between 
the buyer and the seller. 

■\jftth regard to travellers’ credits, it is sometimes supposed that 
this is an item of very little consequence. On the contrary, during 
the tourist season, the effect is one of some importance ; for at that 
time, large numbers of persons travel to the Continent, taking with 
them Letters of Credit and Circular Notes, which are, in effect, 
bills upon London. Just as bankers are always willing to invest 
in English bills, so are they always ready to take up circular notes, 
as a considerable profit can be made out of them. The person 
wKo cashes a circular note generally gets a fixed price for the same 
—the banker watches the market so as to obtain a favourable 
moment for settlement. During the tourist season, remittances 
from Italy: Switzerland, the South of France, and places of a like 
nature are mainly composed of drafts on London against Letters 
of Credit, ind this fact tends to affect the Money Market generally 
and to turn the rates of exchange against this country.,, 

The item of “ Credits ” appears in the table of the demand for 
bills, as the money withdrawn from this country in respect thereof 
has practically all to be paid back. 

Another influence is arbitrage dealings. This name is applied 
oip the English Stofk Exchange and the French Bourse to the 
calfiplation of the relative simultaneous values of any particular 
sfock on the market, in tfrms of the quotations on one or more 
other markets, and to the business founded on such odlculations. 
In the strict sense arbitrage may be defined as a traffic consisting 
of the purchase or sale on one Stock Exchange, and simultaneous, 
or nearly simultaneous, re-sale or re-purchase on another Stock 
Exchanger of the same amount in the same stocks or shares. 
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Government stocks, British Consols excepted, are the chief subjects 
of arbitrage, but there are other branches, dealing with bullion, 
coin, and bills. The last of these falls within the province of 
bankers. In practice the operations are of an extremely intricate 
character, and require the most careful watching of the market, 
as the slightest variations may be of the utmost moment. 

It is when remittances have to be sent abroad ihat the question 
of arbitrage becomes so important, wljpn, in fact, there is the 
anxiety to adopt the cheapest possible method of settling differ¬ 
ences. Thus, a London house has to remit to Paris. Bills on 
Paris may be bought, but it is often cheaper to conduct the business 
in another way, by buying bills upon another country, for examples 
Belgium or Switzerland, and then utilising them for the purposes 
of liquidation. Paris often acts as the arbitrator to the exchanges 
between London and several of the Latin countries. Similarly, 
Berlin acts in the same capacity as between Denmark, Norway, and 
Sweden. This roundabout method of settling international debts, 
that is, by, purchasing bills which are not drawn upon the creditor 
country, is sometimes known as " circuitous arbitration.” 

The following are examples of the method of working these 
circuitous arbitrations. * 

1. A merchant in London owes a sum of money in Paris. Which 
method of payment will be most advantageous to him, a direct 
exchange, or a circuitous remittance from London to Venice, from 
Venice to Hamburg, and from Hamburg tcs Pagis, the exchanges 
being as follows: £1 = 24-6 francs; 19 francs = it) Hamburg 
marks; 1 mark = 4 lire of Venice; and 55$ lire - £1 ? 

• 

At first sight this may appear a somewhat formidable question, 
but the difficulty should disappear if we apply the chain rule—with 
which we are already acquainted. 

We may, therefore, state— 

? Francs = l\. 

il = 55* lire. 

4 lire = 1 mark. 

10 marks =‘ 19 francs 

221 x 19, 

=,- - Fr. 26-24 

4 X 4 x 10 - 

Therefore, as the circuitous exchange is (l - Fr. 26-J4 as aboyn, 
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and the direct exchange we are told is £1 = Fr. 24-6, the circuitous 
route is the more advantageous method of remitting, since £1 
secures Fr. 26-24 payable in Paris, but the direct exchange only 
secures Fr. 24-6. 

« t 

2. If I buy three months' Bills upon Hamburg at 2050, selling 
them again in Amsterdam at 58‘75, and have the proceeds trans¬ 
mitted to Paris St 206, the proceeds to be invested in the purchase 
of three months’ Bills upon Madrid at 500 francs for $120, which 
Bills are transmitted to me in London and sold at 40d. per dollar, 
what profit or loss per cent, would this circuitous exchange produce 
irrespective of charges ? 1 


This example is a little more advanced than the previous one, but 
no difficulty should be experienced when we apply chain rule as 
before. 


? = /100. 

= 20-50 M. (3 months). • 

M. 100 „ = 5875 Florins. 

Florins 100 = 206 Francs. 

Francs 500 = 120 $ (3 months). c 

SI = 40d. 

Pence 240 = £\. 

20-50 x 58-75 x 206 X 120 X 40 

=--— £99 

100 x 500 x 240, 


4s. 9d. 


Therefore, there is a loss of 15/3 per cent, on the transaction. 
Brokerage, commission, and stamp duty have not been introduced 
into the above two examples, for the sake of simplicity. ( 

Other Foreign Exchange Influences .—Up to the present we have 
dealt only with those influences that affect the rates of exchange as 
regards the supply of, and the demand for, bills. Rates of exchange 
are, however, affected by influences arising through no variations 
in the volume of supply and demand. It need hardly be stated that 
one of the most'serious of these influences is the state of the currency 
of a'country. The Mint Par of Exchange is -calculated upon the 
supposition that the state of the currency is normal. If any 
changes take platte, or if events happen which alter the condition 
of the currency, the exchange is quickly affected. It is well known 
' ‘now the ciirrencies of £ Few of the countries of Europe have been 
depreciated, and also those of several South' Americaif States. 

Tate'a Modem Cambist, 24th Edition. 
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Between 1797-1819 Bank of England notes were depredate 
and thfe had the effect of turning the rates of exchange again 
this country. At one time Russia wa*, and at the present tin 
many of the South American countries are, suffering from the ove 
issue of paper money, which means a lessening of its*va1ue. T1 
issue of the retention in use of coins which are either debased t 
too much worn has just the same kind of effect. # In such Countrii 
gold does not circulate freely, and if it js asked for it can oflly t 
obtained by paying a premium in paper money. In other word 
a less amount of gold is equal to a greater amount of paper mone; 
and from the difference between the two the percentage of tl 
gold premium may be obtained. 

The preceding remarks have been made on the assumption ths 
the world is at peace. A condition of war changes everytftini 
and the foreign exchanges have been subjected to great fluctut 
tions since the outbreak of war in 1914. The nature and extei 
of these fluctuations cannot be properly dealt with until tl 
world onqe more reverts to normal conditions. 
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CHAPTER XV 

THE FUNCTIONS OF MONEY 

Origin of Money. 

It is impossible to frame a definition of " money " which shall 
apply to all circumstances. Sometimes the term is used in a 
narrow sense to denote coins, at another time to denote " cur¬ 
rency ” in its widest sense, i.e., coins, notes, cheques, bills, and any 
credit instruments which may perform the functions of money. 

In its original sense the term " money " may be widely applied 
to any substance, whatever its form, which by custom or legal 
enactment becomes the ‘‘medium of exchange” in any community. 

From the dawn of rational intelligence, man has found it necessary 
to supply his wants either by force of arms or by peaceful negotia¬ 
tion. Among primitive races, the exchange of commodities 
took the form of direct barter, i.e., men gave commodities which 
they did not want, in exchange for those which they required, with¬ 
out the aid of money. Even in the simplest communities this was 
a cumbersome and inexact method of trading. * From eajliest times, 
therefore, men felt the need of some substance or commodity in 
general esteem which would serve— 

(1) As a medium of exchange. * 

(2) As a measure of value, and obviate the innumerable calcula¬ 

tions necessary in measuring the value qf each commodity in terms 
of every other. J 

It is a common errftr to identify money with the gold, silver,^md 
other metals in general use to-day as {linage, which are onlf the 
survival qf the fittest. Many commodities have been employed at 
different times to perform, more or less, satisfactorily, these two^ 
functions of money, e.g., oxfen, skins, sheep,*shells, cloth~Athese«are 
but a few examples of primitive money, possessing in but small 

degree most of the essential qualities of an ideal currency. 

• • 
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(3) As a standard of value for deferred payments. As commerce 
grows and becomes more complex traders find it necessary to 
borrow and lend. Here again, it is desirable that the commodity 
borrowed or lent should be comparatively steady in value. It is 
obvious iliac if a person requires a loan for five years, it is important 
that the commodity borrowed should be worth substantially the 
same at the end of the period as it was at the beginning. Money 
possesses this quality of stability of value to a high degree, hence if a 
man requires capital, for instance, to purchase com, he does not 
borrow the actual corn, but the money required to purchase it. 
It is therefore customary to measure debts in terms of money, 
which has come to fulfil a third function, viz., a standard of value 
for deferred payments. Upon this foundation the whole of the 
credit system of modern times has been bqilt. 

Qualities of Ideal Money. 

These have been summarised by Prof. Jevons as follows 1 — 

1. Utility and value. 

2. Portability. 

3. Indestructibility. 

4. Homogeneity. 

5. Divisibility. 

6. Stability of Value. 

7. Cognisability. 

The relative importance of these qualities depends on the 
particular function ot money which is being considered. ' 

Utility and Value. 

In the first instance money was a substance which possessed a 
use apart from its function as currency. This quality of money is 
known as utility, and formed the basis of its value in relation to 
other commodities, and of its functfon as a medium of exchange, 
being readily accepted in exchange for valuable goods. 

In'the modern sense the utility of money is this essential quality 
of being accepted without question wherever it circulates inBxchange 
for commodities. v ', 

It is neiessary to distinguish between'the utility of money, (which 
cannot be accurately measured) and its value, which can only be 

1 Money, cap. 5, 
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expressed in terms of other commodities, and is dealt with in another 
chapter. 

Other Qualities. 

As a medium of exchange it is obvious that portability ih money 
is important, and this involves large value in small bulk. For 
instance, we could not carry on our everyday transactions with 
Chinese " cash " without the aid of a wheelbarrow. On the dther 
hand, the substance must not be too valuable. 

The medium of exchange must not be easily destructible or 
subject to deterioration such as corn. 

The substance of which it is composed must be homogeneous, 
i.e., of a uniform standard of quality throughout. 

It must be capable of division without loss of value so that the tetal 
value of the parts is equal to that of the whole. A diamond cannot 
be divided in this way, and many unequal bargains must have 
resulted from the use of cattle as money. 

Comparative Stability of Value has already been mentioned. As 
a standard of value for deferred payments, it is essential that money 
should possess this quality in a high degree, as every change in the 
value of money (expressed in terms of commodities) is an injurjfcto 
the community and acts_as a restriction on trade. 

Lastly, money must possess cognisability, so that it can be readily 
distinguished from other substances. 

G0I4 and Silver as Money. 

No single substance has ever been discovered which lulfils all 
these functions and at the same time possesses the qualities of ideal 
money. In practice most civilised nations have adopted gold and 
silver as their principal coinage, with baser metals, such as bronze 
or nickel, to serve as small change. 

A coin is simply a piece df metallic money ot definite shape,, 
whose wiight and fineness are certified by the Integrity of the dqpign 
impressed on its surface. 

' It mus^ be admitted that even gold and silver fall very las' snort 
of an ideal currency. They certainly possess atility and value, 
homogeneity an<^ divisibility th marked degree. »A8 regards 
indestructibility and cognisability gold possesses these qualities in 
a large measure, but silver to a much less extent, as may be gauged 
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from the number of worn coins in circulation in England, and from 
the counterfeiting of florins, and other coins, many of whidh would 
deceive an expert. 

All the metals are, along with other commodities, subject to the 
laws of &pf>ly and demand, and, therefore, fluctuate considerably 
in value. Gold and silver have, however, always been c»mpara- 
tively sfrarce, and also coveted for their beauty and suitability for 
use 4s ornaments and other works of art, and also for hoarding. 
Their value has thus remained comparatively steady over short 
periods, but over long periods great changes have taken place in 
the values of both metals, especially in that of silver. On the 
whole their value has greatly depreciated from a variety of causes 
—economies brought about by systems of credit, discoveries of 
fresh sources of supply, and in the case of silver, a falling off in 
the demand, due to demonetisation, i.e., its discontinuance as stan¬ 
dard money, by many of the great nations. The stocks of the metals 
in existence in various^forms are, however, large enough to prevent 
any very violent fluctuations. 



CHAPTER XVI 


THE VALUE OF MONEY 

Quantity Theory oi Money. 

The expression ” value of money " is onen used to denote several 
distinct ideas. 

Money acts as the measure, or common denominator, of value of 
all other commodities. The value of money, i.e., in the sense of 
what it will exchange for, cannot be expressed in terms of itself, 
but, under normal circumstances, only in terms of commodities in 
general, i.e., the value of money is simply its purchasing power. 

Like that of every other commodity, the value of money depends 
upon the laws of supply and demand. Other things being equal, 
an increase in the supply of money will tend to lower its value, i.e., 
general prices will rise, while an increase in the demand will have 
the reverse effect. 

This simple statemqit is modified under complex modern 
conditions by two factors, viz.— 

(a) Economies in the use of metallic currency. 

(b) Rapidity of circulation. 

Economies in the Use o! Money. 

Although a metallic coinage forms the essential basis of all well- ‘ 
regulated currencies, upon this foundation,has been built up a huge 
superstructure of credit, which is transferred or circulated by 
means of paper money in various forms—notes, chAjues, bills, etc., 
which are called " instruments of credit," «nd are “ promises to 
pay " in metallic currency. The amount of credit does notfbear 
a fixed proportion to the gold or silver basis, b*t depend^ -on the 
state of trade, prices, public confidence, the financial and political 
situation and so on. This mass of credit instrument* is usually* 
regarded as so much addition to the currency, and therefore afiects 
the general level of prices in the same way. 

. . „ 43 
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Rapidity of Circulation.' 

The rapidity of circulation of money also affects its Value. If we 
increase the number of exchanges which each coin effects, this will 
tend to produce the same effect as an increase in the supply. 

The quantity theory may, therefore, be -stated briefly in its 
final form— 

Othfi conditions remaining the same, the value of money varies 
inversely as the quantity in circulation, multiplied by its rapidity of 
circulation. 

It is necessary to add that in practice, the influence of money on 
prices is by no means as direct as the above law might lead one to 
infer. There are so many modifying influences, and even so high 
an authority as Sir Robert Giffen considered that it is the range of 
prices which helps to determine the quantity of money in use, and 
not vice versd. 

Variations in the Monetary Standard. 

to 

As already mentioned, the monetary standard varies in purchasing 
power over long periods of time. 

These fluctuations are usually measured by means of " index- 
numbers,” which are constructed by various methods, and represent, 
in popular language, the average prices of staple commodities for a 
certain year or term of years as being 100. Any rise or fall in general 
prices is estimated accordingly. 

For instance, between 1850 and 1870 the index numbers' com¬ 
piled by Dr. Sauerbeck show a considerable rise, and as money 
wages also rose, it is estimated that a fall of at least 20 per cent, 
in the monetary standard took place during that period. This 
fall in the value of money is generally admitted to be due to the 
effect of the gold discoveries, and is dealt with in a subsequent 
chapter. < 

Metallic Value, <.- 

The term " value of money ” is sometimes used to denote the 
value of the metal contained in a coin. This metallic val'te is often 
erroneously termed its intrinsic value, and is expressed in terms of 
the standard money of the countiy. In this sense the value of an 
English shilling is that of the weight of silver which it contains, 
calculated at the market price of the day «= about 4^(1912) 
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Nominal Value. 

Coins Tils* possess a nominal value, i.e., the legal ratio at which a 
coin passes orient. (See " Token Coins.") 

Price of Money. 

Lastly the term "value of money” is often loosely used to denote 
the percentage which it will command in a given market.* If, for 
instance, the rate at which the London banks wilf lend to the* bill- 
brokers has gone up, it is said that “ tile value of call-money has 
increased," or that “ call-money is dearer." In this sense the 
expression " price of money " would be more correct, and is measured 
in terms of the interest which it will produce. 

Mint Price of Gold. , 

Care must be taken not to confuse the value of gold with its mint 
price. As we have seen the value of standard money is expressed in 
terms of commodities and general purchasing-power. The mint 
price is simply the number of coins which can be produced from a 
given weight of bullion. In England the mint price of gold (} Jths. 
fine) is £3 17s. 10|d., or, more correctly, 3'89375 sovereigns. 

Monetary Standard and Unit of Value. 

The standard of value' must (according to Prof. Jevons) consist 
of "a fixed quantity of some concrete substance, defined by 
reference to the units of weight or space.” 1 

Thjs unit of value is not necessarily made»in(J> an actual coin, 
for which purpose it may be too great or too small, but if it is not 
minted!*the actual coins must be fractions or multiples of the unit. 
Thus the Anglo-Saxon unit of vAue was a pound weight of silver, 
which was obviously much too heavy to he coined. 

In France at the present time, the monetary unit is the franc, 
but the silver franc is not standard money, i.e., it Is only a token % 
coin, and the smallest gold cop is the five-frame piece. ' 

The unit of value need not be th|»“ money of account, 
used in b^ok-keeping, although in nearly all courftries, as a.lhatter 
of convenience, one unit now performs both functions. 

In England during the eighteenth century the standyrckgold join ’ * 
was the*guinea, wfiile the " money of account ” was the pound. If 

1 Money, cap. 8. 
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an article was priced by a aeajer at ten guineas and bought " on 
credit," the transaction would be entered in the bcjpks as " ten 
pounds ten shillings." 

Where there is only one standard metal, the currency is said to be 
" monometallic.” 

If there are coins of two standard metals, circulating ^ a fixed 
ratio side by side,,the system is said to be " bimetallic" 



CHAPTER XVII 


VARIOUS SYSTEMS OF LEGAL TENDER 

Definition. 

In its monetary sense, legal tender is the particutor kind of money 
which a creditor is legally bound to accept in satisfaction of a debt. 

As regards metallic money. Prof. Jevons enumerates five 
distinct methods of legal tender 1 — 

(1) Currency by weight. 

(2) Unrestricted currency by tale. 

(3) Single legal tender system. 

(4) Multiple legal tender system. 

(5) Composite legal tender system. 

Currency by Weight. 

This wr* the primitive method of paying and receiving money. 

It existed among the ancient Romans and the Hebrews; and at the 
present day in China gold and silver currency still pass by wejght. 
This system is necessarily employed where a portion of the currency 
has become worn or otherwise depreciated in weight. 

Unrestricted Currency by Tale. . 

Under this system coins of various metals ajc ailowed to circulate 
unrestricted, according to their relative values. It Exists to a 
limitedextent in countries where foreign coins, such as the Spanish 
and Mexican dollars, form the chief currency. 

Single Legal Tender. * *, 

This system has obtained where money of only on* metal is coined 
The inconvenience of settling all transactions, large and smal>, in 
coins of one metal, is apparent. In England before and aftetf the 
Norman Conquest, although " legal tender " in ets moderp sense 
was unknown, silver was the sole legal curr^icy. # In most countries 
with a single legal tender, the coinage has been supplemented by the *' 
importation of fofeign coins to remedy the inconvenience. 

1 Monty, cap. 9. 

> 7 —■(>«*> • • 247 
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Multiple Legal Tender. 

Under this system the standard money consists of tvrt> (or more) 
metals, which circulate at % ratio to one another whjph is fixed by 
law. If both coins are unlimited legal tender, this ratio must 
approximate to the relative market value of the two metals, other¬ 
wise the operation of Gresham’s Law will tend to drive th# under¬ 
valued metal frojn circulation. This happened in England in the 
eighteenth century, when silver was exported, and again in France 
at the beginning of the nineteenth century when gold was driven 
from circulation. 

The multiple legal tender may also consist of a metallic and a 
paper currency. If the latter is inconvertible and depreciated, it 
will drive the metals from circulation. We may find examples of 
this in many of the South American republics. The subject is 
dealt with more fully in another chapter. 

Composite Legal ^Tender. 

Owing to the inconveniences attaching to other systems, most 
nations have been forced to adopt the composite legal tender sys¬ 
tem, whereby the standard money consists of coins of one metal 
(usfftdly gold), which is legal tender to an unlimited amount, while 
coins of other metals, such as silver, bronze or nickel, are reduced to 
the level of token coins, whose ratio to the standard money is fixed * 
by law. Iy order to prevent melting down or exportation for profit, 
the metallic valug of the subsidiary coinage is always less than the 
legal (or nominal) value, and the coins are legal tender only to a 
limited amount. 

Paper money may, so long as it is convertible, also be made legal 
tender under this system. 

In England we have a composite legal tender system of metallic 
currency, side, by side with the convertible notes of the Bank of 
England, which are also legal tender except at the Bank of England 
or its branches, and the Currency Notes issued by the Treasury, 
which are legal tender to any amount, and are payable in gold 
on demand at the Bank of England. 



CHAPTER XVIII 

GRESHAM'S LAW 

Preliminary Remarks. 

One of the most important duties and prerogatives of a civilised 
State is that of maintaining a proper system of currency. It is 
generally conceded nowadays that this duty, for various reasons, 
cannot properly or safely be delegated to private bodies or persons. 
Failures to carry out this primary function have been due chiefly 
to two causes— 

(1) " In every country of the world, I believe, the avarice Und 
injustice of princes and sovereign states, abusing the confidence of 
their subjects, have by degrees diminished the real quantity of metal 
which had been originally contained in their coins.” 1 

(2) Ignorance of the principles of currency has been the second 
cause of failure, which has often been brought about through the 
operation of Gresham’s Law, which was first enunciated by Sir 
Thos. Gresham in the reign of Queen Elizabeth, and may, i» its 
simplest form be stated as follows, viz., that had money drives out 
good money, but that good money can never drive out bad money. 

Where the Standard Currency is ol One Metal. 

He*e we have the simplest case, and the Latv n*ay be piore speci¬ 
fically expressed as follows: If there is a standard currency of 
only ode metal, the coins of which vary in weight or quality (but cir¬ 
culate at the same nominal value ) the worse coins will tend to drive 
the better from circulation, but the better can never drive out the worse. 

Bullion dealers, goldsmiths, and otljer money experts secure a 
profit by melting down or exporting the new heavy-weight coins* 
and pas^the worn- ov*' sweated ” coins (i.e„ tfiose reduced in wqight 
by illegal methods) back into circulaticyf. 
as " picking ” or " garbling " the coinage, 
gold currency prior to the passing of the.Ooinage Acts of 1889-61 
affords a very striking example of the firmer opesatiins. Jhe 
loss on fight coins formerly fell on the innocent holder, who would 

* Adam Smith’s Wealth of Nations, Bk. I, cap. 

*. *249 


This operation is known 
The state of the English 
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naturally do his utmost to pass tflem on and retain the heavy ones. 
The only remedy for this state of things is for the Mint ft) maintain 
all standard coins as far as possible at standard weight and fineness 
by withdrawing all the light coins at the national expense. 

Where there is a Standard Currency of Two Metals. 

Thq same principles apply where there are standard coins of 
two metals, circulating together at a fixed ratio, which is based on 
their relative market value. As the latter is constantly fluctuating, 
the fixed ratio will sooner or later exhibit a marked discrepancy as 
compared with the market ratio, and the metal which is overvalued 
will tend to drive the other from circulation, unless a fresh legal 
ratio is adopted. 

The most extreme instance of this occurred in Japan, in the middle 
of last century, when the treaty of 1858 was opening up the country 
to European traders. Gold and silver coins were circulating at a 
ratio of about 1: 3$, while the ratio of the metals in Europe was about 
1: 15J. The Europeans made large profits by buying up and 
exporting gold coin, which gradually disappeared from circulation. 

A similar experience has befallen the United Kingdom at various 
periods. For example, prior to the reign of James I, silver was 
overvalued as compared with gold, and consequently the greater 
part of the gold coin, being undervalued, had disappeared from • 
circulation.. Early in the reign of James I, a readjustment in the 
legal ratio took place, but in spite of this, as silver was still 
overvalued? the exportation of gold coin continued. • 

We may thus formulate the first extension of Gresharp’s Law 
as follows: Where standard coin f of two metals circulate together 
at a fixed ratio, the metal which is overvalued will tend to drive the 
other from circulation. 

C f 

•Where there is a Paper Currency. 

Gresham’s Law applies wjth equal force where a standard metallic 
cvfrrency circulatps side by Side with paper. If the paper currency 
is convertible into coin at the will pf the holder, and is Subject to 
proper regulation," any Redundance will adjust itself. Where, how- 
evef, through financial stress, or other causes, payment is suspended, 
or where the paper is inconvertible in its origin, there is a great 
danger of qver-issue. In this case the paper becomes redundant, 
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and cannot be withdrawn, and the " paper price ” of gold rises 
above fhe^mint price, i.e., there is a " premium on gold.” Gold, 
being undervalued as compared with paper, disappears from 
circulation. 

# a 

At the present day the principal currency of many of the South 
Amerid&n States consists of inconvertible paper money issued in 
excess, which has driven gold from circulation. Moreover, the 
prices of commodities (including gold) being measured in the 
depreciated paper, have risen in proportion to the over-issue of 
paper. 

We have then this final extension of Gresham’s Law: Where an 
inconvertible paper circulates side by side with a standard metallic 
currency, and the former is issued in excess, the paper will tend to 
drive the metal from circulation. 

The regulation of paper money and suspension of specie payments 
are dealt with in subsequent chapters. 
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THE ENGLISH COINAGE 

« 

Standard and Token Coins. 

Coins are of two kinds, vil, standard and token money. 

The value of a standard coin is that of the metal contained in it. 
So long as standard coins remain at their full weight, they may 
be treated as so much bullion without appreciable loss. The design 
of such coins is merely a certificate of their weight and fineness. 

@n the other hand, the value of token coins as metal is less than the 
value attached to them by law or custom, and they bear a fixed ratio 
of exchange to standard money. 

Legal Tender. . 

The present English metallic currency has been in "force since 
1816, when the minting of standard silver was abolished. 

iQiis system, which is one of composite legal tender, has already 
been briefly alluded to. 

The Coinage Act of 1870 (33 Vic. cap. 10) enacts that throughout 
the United Kingdom 

, (a) Gold coins are legal tender to any amount. 

(b) Silver ctfns. „ „ „ up to 40s. 

(c) Bronze coins „ „ „ up to Is. 

All of these may be issued only by the London Mint. 

By subsequent Royal Proclamation, however, the gold coins 
issued at the Mints of Sydney, Melbourne, and Perth (Western 
Australia) were declared legal tender. 

In England,'in addition fo the coinage, Bank of England notes are' 
legal tender for sums* above £5 except at the pank or its branches. 1 
In Scotland no notes are legal tende'r, and in Ireland only Bank of 
Ireland notes in* payment of revenue. 

The Mint. 

H 

With the exception of the Australian gold coins,-already mentioned, 
the whole of the coinage of the Kingdom, together with that 
'’--Sec note at end of chapter 
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of some of the Colonies and dependencies, issues from the Mint on 
Tower trill’, London. 

In Anglo-Saxon times, mints were established all over the country, 
under the control of responsible officials, and as coiningavas a Royal 
prerogative, it was a common practice down to the seventeenth cen¬ 
tury to*set up a temporary mint wherever the sovereign happened to 
reside. It was not until after the great recoinage of silver at the 
end of that century that coinage in England and Ireland was 
concentrated at the Mint inside the Tower of London. The Dublin 
Mint was closed in 1696, but the Edinburgh Mint remained until 
1815. In 1811 the Mint was transferred from the Tower to Tower 
Hill, and in 1850 the Government assumed complete control of its 
operations. 

The Coinage Acts. 

The standard of fineness of gold coins has remained unchanged at 
22 carat 22 parts of fine gold and 2 part* of alloy) since 1600. 

The Coiflage Act of 1816 (56 Geo. Ill, cap. 68) enacted that 20 lbs. 
(troy) of gold of the above standard should be coined into 934J 
sovereigns, which is equal to a mint price of £3 17s. lOJd. pej^oz., 
and that every pound (troy) of standard silver (2 Jths fine) should be 
coined into sixty-six shillings, which is equal to a nominal value of 
5s. 6d. per oz. 

These provisions are re-enacted in the Coinage Ait of 1870, 
whiclj, with the Acts of 1889 and 1891, contfcirCmost of the vital 
provisions under which the metallic currency is regulated. 

Gold Coin. 

In theory, any person is entitled, subject to certain restrictions, 
to take gold of standard fineness to the njint, and have it coined free 
of charge at the rate of £3 17s.* 10}d. per oz. In practice, however* 
all gold bullion intended for ^he Mint, is bought by the Banjt of 
England, in accordance with the Bank*Charter Act of 1844 {§ 4) 
at the rat£ of £3 17s. 9d. per oz., and the Mint‘deals excftisivelv 
with the Bank. 

The unit of value is the sovereign, containing, at starftlard weigh., 
123 27447 grqins of gold, Hths fine. The standard weight of the 
half-sovereign is 61*63723 (trains. These are the nnlv void coins in 
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general circulation, although £5 and £2 pieces are minted on special 
occasions, and are legal tender. 5 

As absolute accuracy in minting is impossible, a rejnedy allowance 
of 2 part.s in 1,000 of fineness is permitted, and in weight of Aths 
of a grain in the case of the sovereign' and Aths for the 
half-sovereign. * 

coins are Kable to abrasion in circulation, it is enacted that 
sovereigns and half-sove*eigns are legal tender so long as their 
weight does not fall below 122} and 61} grains respectively. 

Formerly the loss on light gold had to be borne by the last holder, 
and as the banks naturally avoided paying in light coins to the 
Bank of England as much as possible, the operation of Gresham’s 
L^w was fast reducing the gold currency to the level of a token 
coinage. Much injustice resulted from the failure of the Govern¬ 
ment to provide a proper currency at the national expense, and the 
loss often fell on those least able to bear it. 

After considerable agitation, the Government, by passing the 
Coinage Acts of 1889 and 1891 provided for the calling-in of all 
Pre-Victorian gold coins, and the acceptance, through the channel 
of the Bank of England, of all light gold coins with a deficiency of 
nof more than 3 grains, at their full face value. Under the operation 
of those Acts, the light gold was rapidly replaced by full weight 
coins, and the coinage has since been maintained in a satisfactory 
condition,«as may be judged from the following figures— 

In 1888 abouV46,per cent, of the sovereigns and 71 per cent, of 
the " haltes ” in circulation were light. * 

In 1910, out of £45,250,000 worth of coins weighed at t^e Bank, 
only £2,700,000 was withdrawn .as light, and the loss by deficiency 
in weight was £28,969, the smallest amount since 1904, the total of 
gold coin in the United. Kingdom at the end of 1910 being estimated 
at £113,000,05)0. 

Silver Goins. 

V. 

' When the gofyl standar^'was adopted in 1816, silver was reduced 
to the level of a token currency which is not intended for large 
payments, and as the nominal value of the coins as money is 5s. 6d. 
pel' ounce," which is far above the market valueeof silver, the incon¬ 
veniences which arose during the eighteenth century owing to the 
Report,of Deputy-Master ol the Mjnt, 191Q. 
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operation of Gresham’s Law, and*the disappearance of full-weight 
silver coins, are now rendered impossible. 

Of the silver coins provided for in the Coinage Act, only the crown, 
half-crown, florin, shilling, sixpence, and threepenny piece are now 
minted. The double florin, although still in circulatfcn, is no 
longer "coined, while the fourpenny, twopenny and penny silver 
pieces are only issued as Maundy Money. 

The shilling consists of 87-27272 grains of standard silver fj'iths 
fine) and the weights of the other* silver coins are exactly 
proportionate. 

There is no minimum legal weight for silver coins, which often 
circulate so long as the stamp is recognisable. Worn and defaced 
coins are withdrawn in limited quantities through the agency of the 
Bank of England, co-operating with the other banks. Silver wins 
bearing date prior to 1817 are not now legal tender. 

No one has a right, of course, to demand at the Mint silver coins 
in exchange for bullion, new silver coins being issued as required 
through yie Bank. 

The average market price of silver for 1910 was 24’ j pence per oz., 
and thus the profit on the silver coinage, known as seigniorage, is 
considerable. In 1910 it amounted to £1,503,939, and the 13 te of 
profit to 165 49 per cent . 1 

Bronze Coins. 

These consist of a mixture of copper, tin, and zinc, and are also 
a token currency, only intended for small chaise. 

It ig not generally known that two new halfpennies weigh over 
30 grains more than a new penny, the standard weight of the penny, 
being 145-83333 grains, and that* of the half[)enny 87 5 grains. The 
farthing weighs just half as much as the halfpenny. 

Currency Notes. 

On the outbreak of war in i»i 4 , tne ciovernmeni autnonsee tne 
issue of Currency Notes of the nomiml value of £1 and 105, and 
gold w^s practically withdrawn from circulation.’ Thqse notes 
have taken the place of the gold coinage, an <4 are legal tender to 
any amount. For a short period, postal orders wore likewise 
legal fender. 

1 Report of Deputy-Master of. the Mint, 1910. 



CHAPTER XX 

ADOPTION OF THE GOLD STANDARD IN THE'UNITED KINGDOM 

I 

The Silver Standard. 

Bot 3 the " pound ” and the " penny ” have been the basis of the 
English system of currency since Anglo-Saxon times, when the 
pound was the unit of value, and consisted of a pound weight 
(troy) of standard silver (JJths fine). This standard of fineness is 
the same as that of our present silver coinage, and continued until 
the reign of Henry VIII. In this reign a debasement of coinage 
took place, which reached its maximum in Edward Vi’s reign. In . 
1551 the pound consisted only of 3 oz. fine silver and 9 oz. alloy. 
Although the old standard of fineness was re-established by the express 
command of Elizabeth,jt was long before commerce recovered from 
the blow dealt by the first Defender of the Faith. ,The silver 
unit was abolished in favour of the gold sovereign in 1816. 

The silver pound was, of course, never made into a coin, but was 
divided into 240 silver pennies, each weighing 24 grains, or one 
" pennyweight.” The penny, however, .suffered a progressive 
diminution of weight in various reigns until in 1601 it weighed only 
7J grains. 

The shilling was first coined in the reign of Henry VII, of the value 
of twelve sjjver peace* and weighed 144 grains (JJths fine), almost 
twice the weight of the present day coin. Subsequently \joth its 
, weight and fineness were reduced, until in 1549 it consisted only of 
80 grains of silver of the fineness of 1 part in 3. Three years later, 
however, the weight whs increased to 96 grains (subsequently 
reduced to 921 grains) while the old standard of fineness of all the 
S>lver coins was restored, and has cdntinued practically unaltered 
dowq to the present day. In 1816 the weight was fi"- 11, ’’fixed at 
87-27572 grains. 

Introduction of the. Guinea . 1 

Gold coins «of the value of 20s. Were first coined in the feign of 
Henry VII, and circulated along with the silver currency. Owing, 

1 Sec Dictionary of Political Economy (Palgrave),, vol, ii, p. 270. 
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however, to the debasement by Henry VIII, and the continual 
overvaluation of silver prior to the reign of James I, gold coins ware 
in the latter reign exported in large quantities. To prevent this 
exportation, it became necessary to readjust the ratio of gold and 
silver coins. _ ‘ * 

In 1061 the value of the gold coins was again raised by Royal 
Proclamation. Gold coins issued prior to 1619, and valued at 22s. 
were to pass current at 23s. 6d„ and those issued subsequent 
to 1619 and passing current at 20s. were to circulate at 21s. 4d, 

In 1663 some attempt at reform of the currency was made, and 
new gold coins valued at 100s„ 40s., 20s. and 10s. were issued. 
The new 20s. pieces were called “ guineas,” from the fact that most 
of the gold employed in their manufacture was obtained from Guinea, 
and until 1816, they remained the principal gold coins. ■* 
From 1670 to 1695 the silver was reduced by fraudulent means 
to such a state that the legal value of the guinea could not be main¬ 
tained, and it was commonly rated in the depreciated silver currency 
at from 2Js. to 30s. This is an example of what is known as a 
" premium on gold,” which occurs when the alternative circulating 
medium, whether silver or paper money, becomes depreciated. 

The state of the standard coinage was having such a prejudicial 
effect on trade that the re-coinage of silver was taken in hand, and 
meanwhile, by various proclamations, the rating of the guinea was 
gradually reduced, until in 1698 the value was fixed at 21s. 6d., 
which is generally regarded as the first step towards the bimetallic 
standard, rendered possible by the re-coinJge»of silver. 

Even at this rate, gold was overvalued as compared with the new 
full-Weight silver coins, which were therefore, by the operation of 
Gresham's Law, exported in lar|e quantities. 

Report of Sir Isaac Newton. 

This subjected the country*to great inconvenience ana expense 
and as *a result, Sir* Isaac Hewton, the then Master of the &(int, 
issued his famous Report of 1717. .fn it he pointed out that, 
taking the relative market values of gold and silver in Europe, the 
value of the guinea was about* 20s. 8d., #e that* at 21s. 6d. it was 
overvalued to the extent 6f 10d., leading to the result mentioned. ' 
In consequence of this report the value of the guinea was fixed at 
21 s. (at which it was to be unlimited legal tender) with the intention 
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of subsequently making such further reduction as might be deemed 
necessary. However, no further reduction was made in the rating 
of the guinea, which remained at 21s. until its abolition in 1816. 

The Doable Standard. 

During the period 1717-1775 England possessed a full bimetallic 
system.* Gold and silver were both accepted freely at the Mint 
for foinage, the legal ratio between the two metals being fixed by 
law at about 15J to 1, and both metals were unlimited legal tender. 

The result of the continued overrating of the guinea at 21s. was 
soon apparent. No one would bring silver to the Mint to be coined, 
because it was worth more as bullion, whereas, on the other hand, 
gold, being overvalued, poured into the country. The full-weight 
sifter coins, being undervalued, were used for export. Consequently 
in time the currency came to consist principally of gold, and as only 
worn or clipped silver remained in circulation, it was practically 
degraded to the level of a token coinage. This state of affairs led 
to so much injustice, tliat in 1774 it was decreed that tjie payment 
for sums over £25 in silver should be made by weight, thus practically 
abolishing the unlimited legal tender of silver. 

The Gold Standard. 

The inconveniences attaching to both the silver standard (with 
gold also in circulation) and the double standard, under which the 
country ha'd been flooded with the overrated metal, whichever it 
happened to be, werd great. The export of silver in the eighteenth 
century had necessitated frequent re-coinage at great expense, owing 
to the scarcity of small change, and in the closing years of that 
century, a thorough inquiry was held as to the state of the currency. 
Under the influence of Lord Liverpool the Coinage Act of 1816 was 
passed —" An Act Uo provide for a new Silver Coinage, and to 
jegulate the currency of the Gold and Silver coin of this Realm." 

This act legalised the Single Standard, which had, as we have seen, 
for Some timg been an accomplished fact. Henceforth the standard 
coinage was to cohsist only of gold. The guinea was abolished, and 
the sovereign became ‘the unit of value and also replaced the 
" pqpnd '' a$. the money of account. The cumbersome method of 
reckoning in pounds and paying in guineas was done away with. 

Silver was reduced to the level of a token' coinage, deriving its 
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nominal value from its relation to*the sovereign, thus preventing, 
once and for all, the possibility of gold driving the silver from 
circulation, or the reverse. • 

As this Act gave effect to Lord Liverpool's dictum that all rich 
nations naturally prefer gold for their standard money, it'is inter¬ 
esting to note that since 1872 most of the civilised countries have 
practically adopted the gold standard. Even in the oountries 
comprising the Latin Union the free coinage of silver has been 
suspended, and thus in the stronghold of bimetallism one of its main 
principles, viz., free coinage of both metals, has been abandoned. 



CHAPTER XXI 


BIMETALLISM 

Primitive Fcfrms of Bimetallism. 

From the fourteenth century onwards most of the countries of 
Europe possessed a primitive bimetallic currency. Economic 
laws affecting the circulation of money were little undei stood, and 
in view of the inconvenience and hardships inflicted on British trade 
by the scarcity of gold or silver, and sometimes of both metals, 
legislation on currency matters was chiefly aimed at securing 
an adequate supply of the precious metals, and at preventing the 
operations of those who profited by their export, owing to the 
different ratios of value prevailing in the various markets of Europe. 

The characteristics of this period until the discovery r of America 
in 1492 may be summed up as follows 1 — 

“ (1) A period of commercial expansion, necessitating an 
inc«?asing currency and advancing prices. 

" (2) A period of stationary production of the precious metals, 
necessitating a struggle among the various states for the possession 
of these metals. 

'i (3) A period of endless change in the ratio between gold and 
silver, necessitating 'continual revision of the rate of exchange.” 

These characteristics have been quoted at length, as they explain 
the motives of monetary legislation, groping feebly and" blindly 
for a remedy, during the “ dark dges " of English currency. More¬ 
over the third characteristic applies with equal force to European 
monetary history down to, the time when the adoption of a single 
, standard by a nation, set that nation free from the endless series 
of fluctuations. 

• Although,England possessed a silver standard currency, at any 
rate down to 17f7, yet the concurrent circulation of gold,coins ren¬ 
dered that system bimetallic in a primitive form, and, down to the 
end of tire,seventeenth century,* exposed her, along with all the 
nations of Europe, to a continual ebb and flow of one or other of the 

1 W. A. Shaw’s History of Currency, cap. 1. 
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precious metals. This ebb and flqw were due, in the main, not 
to the legitimate requirements of trade, but to the operation of 
Gresham's Law, unperceived at that tim#, whereby the full-weight 
coins of the undervalued metal disappeared from circulation, either 
by being melted down or exported, leaving only the wofti; clipped 
or sweated coins for home use. 

In vain penal laws were enacted against these practises. In 
vain the relative values of gold and silver coins tare altered by 
legislation or Royal Proclamation from toe to time. So long as 
it was profitable to melt down or export heavy coins of the under¬ 
valued metal, this practice necessarily continued, as, apart from the 
operations of goldsmiths and bullionists, any balance of national 
indebtedness was necessarily settled in one or other of the precious 
metals, and merchants naturally chose the cheaper form mi 
remittance. 

It was not until the eighteenth century that any advance was made 
towards the modern system of regulating the flow of bullion by means 
of the rate of discount. * 

By various acts of legislation, England led up to a full bimetallic 
system in 1717, which was also a failure, and left her with a principal 
currency of gold and a depreciated one of silver. These events 
and the final abandonment of bimetallism for the gold standard 
in 1816, have been already detailed. 

Thus it is not a matter of speculation, but of actual history, that 
a bimetallic system in England, in spite of frequent readjustments 
of th^ legal ratio, had utterly failed. Not oAly'Jso, but the con¬ 
tinual ebb and flow of the precious metals often left a depreciated 
residuudf of coins of both metals. 

The failure of bimetallism when adopted as the policy of individual 
nations has led in modern times to combination in groups, and 
to the advocacy of international action among tl^ principal nations 
of tHe world in order effectively to maintain the dohble standard, 
and in the opinion af bimetallists, remedy dhe evils which the 
demonetisation of silver is sai3 to hav^ Inflicted. ' 

The Modern Theory, 

The modem theory of bimetallism is based on the asstynption jf a 
fixed international ratio of gold and silver, adopted by the principal 
civilised nations. 
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In the modern sense a full bipietallic system must be constituted 
as follows— 

(1) Gold and silver must both be standard money. 

(2) They must both be unlimited legal tender at a ratio fixed by 

law. * , 

(3) Both metals may be brought to the Mint to be coined in any 
quantity. , 

In face of the bitter experience of the countries of Europe, pro¬ 
bably no authority would now advocate a bimetallic system based 
on the independent action of one or two nations. 

The advocates of international bimetallism base their case 
principally on two hypotheses— 

-»{1) That if the principal nations adopted a fixed ratio, no one 
could secure a profit by melting down or exporting one metal in 
preference to the other, and, therefore, the practice would 
cease. 

(2) That a bimetallic standard would keep fluctuations in general 
prices within narrower limits. 

Events Preceding the Latin Union. 

As we have seen, England, by adopting the gold standard in 
1816, once and for all demonetised silver as a principal currency. 
By this action, she left the other nations to bear the brunt of 
fluctuatiofis in gold and silver which had played such havoc with 
her currency, "£hese fluctuations were in future concentrated in a 
smaller area, and therefore might be expected to be more violent. 
Let us briefly take the experience of France as typical. '> 

The Experience of France. 

In 1785 the ratio of gold to silver had been altered to 15$ : 1, and 
,, in 1795 the ftanc was adopted as the unit of currency. 

‘After the disastrous experiment of issuing assignats had failed, 
inflicting untold misery on the nation, and driving gold and silver 
from circulation’, France laid the foundations of her modern monetary 
system in 1803 by dhe law of 7-17 Germinal An. XI, which 
reaffirmed .the ratio of gold and silver established by the edict of 
1785, viz., 15$ : 1, and provided for a coinage in accordance with 
the decimal system which had been adopted. 
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1 During the period 1820 to 1850, when the market value of 
silver was always below the legal value, and it was therefore pro¬ 
fitable to import silver—at the French Mbit alone silver coins of the 
value of £127,o00,000 were issued, as against only £19$ millions 
of gold coins. , , 

During the period 1850 to 1866, the position was reversed. As a 
result of the great gold discoveries in California aiyl Austrftlia k the 
market value of silver was always above the legal ratio. In this 
period gold coins to the value of about ^292$ millions were issued 
from the French Mint, and only £1,315,532 in silver coins. The 
figures speak for themselves. 

The Latin Union. 

In the latter period a premium on silver was established, and tins 
metal disappeared almost entirely from circulation, being replaced 
by gold. Owing to fears of a deluge of gold, international action 
was sought, and in 1865 the Latin Union was fprmed between France, 
Belgium, Switzerland and Italy. Greece joined in 1868. 

The Convention came into force on 17th August, 1869, and was 
intended to last for fifteen years. It was based on the French 
Monetary Law of 1803. Its originators sought to lessen the wils 
resulting from the fluctuations of gold and silver, and had in view 
a much wider combination of nations to render the measures adopted 
more effective. 

Moreover, the convention instituted a uniform system of ctr- 
rency,'whereby coins issued in any of the countries circulated freely 
in the others. The gold unit was the five franc piece, of the weight 
of 1'612^0 grammes fifths fine), the weight of the larger coins of 
100, 50, 20 and 10 francs being proportionate. 

The standard silver coin was the 5 franc'piece weighing (in the 
ratio, of 15$: 1) 25 grammes. . * t 

All the above coins were made Unlimited lejal tender, and wefe * 
intended to be freely ihinted. a . 

To assist in preserving a stock of smtfi silver currency, coins of 
2 francs and under were reduced to the level of token money, 
pieces of 2 , 1 , $ and $ francs being issued, iitit the? total amount of 
these subsidiary coins issued by any State*was not to exceed six 
francs per inhabitant. 

1 The figures are taken frijra W. A. Shaw's History of Cumnjy, cap. 3^, 
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In 1867 and 1868 the 5 franc silver piece almost disappeared from 
circulation. ', • 

In 1867 at an international conference in Paris, eighteen States 
signified their preference for the gold standard. ‘ 

As a consequence, the States included in the Latin Union were 
flooded with silver from other countries, especially from Germany 
and Holland, and in the same year (1867) the market value of 
silver* which from 1853 to 1866 had been above the legal value, 
fell below it, and in 1871 dommenced its disastrous fall,—certainly 
disastrous to the Latin Union. 

By 1876 the market ratio had dropped to 17-80:1, a greater change 
than had taken place for centuries. 

It had already (since 1873) been found necessary to limit the 
comage of 5 franc silver pieces, and in 1879 their issue was practically 
discontinued, this suspension being extended by the new Convention 
for six years, which took effect from 1880; and indefinitely until 
by unanimous consent the coinage of standard silver should be 
resumed. 

In effect the bimetallic position was found to be untenable, and 
force of circumstances compelled the countries composing the Union 
to arjopt what was practically a single gold standard. 

Although the Latin Union has failed in its primary objects, its 
members derive considerable benefit from the convenience of an 
interchangeable currency, and the advantages of joint monetary 
action. ' 

c* k 

International Action. 

In modern times, the adoption of a fixed ratio between §jbld and 
silver by all the great nations of the world has been the ideal aimed 
at by bimetallists. Isolated action by one or two nations has 
proved an utter faikire. 

, The “ battle l of the standards raged furiously in the last two 
decades of the nineteenth century, w)ien the general level of prices 
was^depressed, and the sdlfimble for gold by the nations of the 
world, several of'whom, notably Germany and the United States, 
had only recently adopted a gold' standard, had, amongst other 
causes, led tp an excessive appreciation -of that metal. 

Many of the bimetallic treatises of that time refer both to the 
serious effects of the fall of silver, due to its demonetisation, and to 
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the fear of a further appreciation of gold. These gloomy fore¬ 
bodings wgfe dispelled by the discovery of the gold mines in South 
Africa, which are now the principal source of the world’s supply. 
Since their discovery, a gradual rise in general prices all over the 
world has taken place, which is already the subject of.oifidal inquiry 
in several countries. 

Whatever views may be entertained concerning the comparative 
stability of general prices under an international bimetallic 
system, the following facts may be deduced from the history of 
coinage. 

(1) The modern monetary policy of the great nations renders 
improbable a return to bimetallism, 

(2) The enormous increase in the rate of gold production in the 
last' twelve years has been an important factor in the general Tise 
of prices, and placed the last nail in the coffin of bimetallism. The 
level of prices is largely determined by the amount of standard 
money in circulation. It is therefore reasonable to suppose that 
if bimetallism had been universally adopted, prices would have 
risen proportionately. If the additional silver had been retained 
by the great nations instead of being thrown out of circulation, the 
excessive quantity of standard gold and silver money would,have 
caused an inflation of general prices, beside which the recent rise 
would be insignificant. ' Such a rise would bring untold hardshif 
to those with fixed incomes and wage-earners generally. Contract! 
would be upset, to the great disadvantage of creditors, and»thai 
eleiqpnt of uncertainty introduced into cdlntaercial transaction! 
which is so paralysing to trade. 

Apaft from the Latin Union there is still a lingering affectiot 
for bimetallism in certain quartets in the United States of America 
When the gold standard was adopted in 1900, the standard silve: 
dollar still remained unlimited legal, tender^ thus exposing thi 
country to the operation of Gresham’s Law. In the Gold Standari 
Bill the following somewhat, inconsistent cfause appears : " fha 
the provisions of this Act are not int«flded to preclude the adcom 
plishment of international bimetallism, whenever conditions shal 
make it expedient and practicable to seoyt the same by concurren 
action of the leading commercial nations'of the world,* and. at i 
ratio which shall insure the permanence of relative value betweei 
gold and silver.” 
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The millennium of bimetallists seems even further off than when 
this Act was passed, and unless the supply of gold should eventually 
prove insufficient for the woild’s principal metallic'currency, there 
seems little chance of a reversion to a system which e has proved 
so disastrods^those nations which have adopted it. 
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EFFECT OF THE COLD DISCOVER! 

Preliminary Remarks. 

In view of the general rise in prices during the first decade of the 
twentieth century, coincident with the enormous increase in gold 
production in South Africa, already referred to, it is impossible to 
avoid the conclusion that this rise, at least in part, is due to the 
increased output of gold. The law which establishes this relation 
has already been mentioned as the “ quantity theory of money,” 
viz., that, other things being equal, the value of money varies 
inversely as the quantity in circulation, multiplied by the rapidity 
of circulation. It is now necessary to consider how this law actually 
works. 


Effect on Prices in the Gold-producing Countries. 

Imagine that in a country already possessing some export and 
import trade, large discoveries of gold are made. Assuming that 
the volume of trade remains the same, the vjlijj; of gold will t6nd to 
fall? prices in general will rise. This rise wfll stimulate imports 
and cjjeck purchases. In consequence, the total value of imports 
would tend to exceed the total, value of exports, and the balance, 
after allowing for monetary obligations, such as loans, etc., must 
ultimately be discharged in gold. Tire adverse balance will, 
therefore, be corrected by the export of gold* . 

If the mines continue to jheld a profit, a, great influx of feyeign, 
capitaf and labour will take place, .and imports will be fjjjiher 
stimulated by the requirements of the increasing population, and so 
long as the supply of gold is maintained, wages will rise, and prices 
will continue at their high level. Mon»ver, the increased cost of, 
labour .and of all materials will tend to check production In the 
country itself. Consequently it will be cheaper to imnort manv 
commodities previ - -oduced in the country 
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Thus the effect of gold discoveries is briefly as folio;vs—a great 
rise in prices, increase in value and volume of ireports, the correc¬ 
tion of the adverse balancl by the export of gold, a, great rise in 
wages, and, all materials, and a check to the production of all 
commodities oxcept gold. 

Effect on Other Countries. 

The rise in general prids in the gold-producing countries will 
inevitably spread, in greater or lesser degree, to other countries. 
In these days of rapid communication by cable and telegraph, and of 
improved methods of transit, any marked difference in the general 
level of prices tends to adjust itself, although, of course, there are 
always other influences at work which affect relative prices, such as 
variation in supply and demand, tariffs, wages, etc. The great 
centres of commerce are the first to feel the effects of the influx of 
gold, and there we should expect to find the greatest rise in general 
prices. * 

Modifying Influences. 

Thtre are other influences at work which tend to counteract 
the effects of increased supplies of gold. They may be summarised 
as follows— 

(P The ifnmensc quantity of gold in existence. 

(2) Demand for/gctd for use in the arts, etc. 

(3) Increased demand for coinage purposes on the adoption of a 

gold standard. ' 

(4) Demand due to increase in trade. 

(1) World’s Stock of Gold. 

' The amount of gol<j in existence, fhe small proportion which the 
animal production bears tij it, and the small amount of wastage, 
account for its stability of talue as compared with other metals, 
in spite of the enormous increase in production during the last 
sixty years. The worldjs stock of gold cannot even be approximately 
detel mined, 'out was computed by Prof. Soetbe&r to be 9,500 tons 
in 1880. From 1801-1910 (inclusive) about 9,500 tons were pro¬ 
duced ; thus the present stock cannot well be less than 18,000 tons. 
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valued at,(say) £2,200,000,000, while the average annual world's 
production for 1900-1910 was about £73,500,000. 

(2) Use of Gold in the Arts, etc. 

Gold in use in this form, i.e., as ornaments, etc., does not, of course, 
directly affect general prices of commodities, although it must 
always be regarded as a possible source of supply for coinage purposes. 
From Prof. Soetbeer’s figures we gather that in Europe and the 
United States alone from 1831 to 1880 about £258,800,000 of 
gold was used for industrial purposes other than for coinage, i.e. 
about 3255 per cent, of the total production. 

In the report of the Director of the United States Mint, the amoun 
of new gold converted to these uses throughout the world from 1£90- 
1910 (inclusive) is estimated at £305,600,000, i.e., about 25'48 pe 
cent, of the total production. 

From the earliest ages, moreover, the East has absorbed enormou 
quantities of the precious metals for hoafding and for use as orna 
ments, etc., and has been an important factor in steadying the value 
of gold and silver. 

(3) Increase in Demand for Coinage Purposes. 

This has been by far the most potent factor in absorbing muc 
of the additional gold produced during the last forty years. Ha 
it not been for the additional demand fotycjjnage on the part c 
nafions adopting a gold standard, the rise in prices in.rccent yeai 
wouli undoubtedly have been more pronounced, when we conside 
how enormously the supply h^s increased. 

Great reforms in the currencies of Germany, the United State 
Italy, Austria-Hungary, India and other countries, have helped f 
absorb the additional supply. Many of the continental nations ha\ 
also been piling up-huge war chests, and strengthening their. bsSi 
reserves, in both of which ^bld is the principal metal. 

(4) Demand Due to Increase # i» Tipde. 

The demand (pr gold deated by an incfeased volume t)f tr»de will 
also tend tp keep prices down. Other things ljeing equal, the greater 
the volume of trade, the more coin will be required. 
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Production and Distribution of Gold. 

* r> 

The following table compiled by Prof. Soetbeer shows the'increase 
in the estimated world’s gold production— 


1 Annual Average. 


• ' 

Tons. 

£ Millions. 


■Tons. 

£ Millions. 

1493-1520 

5-80 

■74 

1871-1875 

16798 

71-29 

1601-1620 

8-39 

1-06 

1876-1880 

169-69 

21-51 

1701-1120 

12-62 

1 60 

1881-1885 

152*52 

19-33 

1801-1810 

f7-50 

2-22 

1886-1890 

167 00 

21-17 

1841-1850 

53-89 

6-83 

1891-1893 

21400 

27-12 

1851-1855 

194-39 

24-64 

— 

— 

— 

1856-1860 

202-80 

25-71 

1890-1899 

—-—. 

39-2 

1861-1865 

182-20 

23-10 

1900-1910 

— 

73-4 

1866-1870 

188-87 

23-95 





The figures for the last two periods are extracted from the report 
of the Director of the United States Mint, whose estimate of the 
pfScluction and distribution of gold since 1890 is of interest. Special 
stress is laid on the increasing demands of India during the last few 
years. 

The following table appears in that Report — 


Gold Production and Distribution. ' 


Industrial Arts 

Bank^and Treasury of United States 
European Banks 

Banks of Canada, Australasia and South Africa* 


10 years, 1890-1899. 
Dollars. 
570,000,000 
260,000,000 
686,800,000 
59,700,000 


Total 

Other banks, ■circulation, private holdings, etc. 

i* Total 


$1,576,500,000 

383,500,000 

$1,960,000,000 


'industrial consumption .. ..' 

Absorption of India .. . 

.. Egypt .. '. 

Bank of Japan 4 . 

Conversion fundings of Argentina and Brazil 

Banks of Mexico .' *. 

' and Treasury of United States t 

,, Canady 

t, of Australasia and South"Africa 
„ of Issue, Eurbpe 


11 years, 190C.-1910. 
Dollars. 
958,000,000 
433,000,000 
146,000,000 
69,000,000 
343,000,000 
28,500,000 
726,800,000 
85,700,000 
95,600,000 
8?3,200,000 


ft 

"Other banks, circulation, etc. 


Total $3,748,800,000 
288,200,000 
• _ r 


Total 


1 Palgrave's Dictionary of Political Economy, vol. ii, p. 226. 


$4,037,000,000 
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Index Numbers. 

The mowments in general prices are reflected in the tables of 
index-numbers wh’ch are compiled by •various authorities. If a 
general rise of prices, extending over a considerable period, takes 
place, a fall in the.standard of value may be suspecte*!. It is 
estimated that a fall of at least 20 per cent, in the English standard 
took place between 1850 and 1870, due chiefly to .the effort of the 
gold discoveries in California and Australia. A progressive fall 
in prices set in during the next twenty-five years, with a subsequent 
recovery, due partly to the discovery of gold-bearing reefs in the 
Transvaal, which is now the principal source of supply, the pro¬ 
duction from this source alone during the four years 1SK18-11 being 
nearly £128,000,000. These fluctuations are illustrated by the 
following table of index-numbers compiled by Dr. SauerbeFk 
representing the combined prices of forty-five commodities— 

Average, 


1867-1877 100 
1878-1887 79 
1890-1899 66 
1901-1910 73 


The rise in prices during the last decade is well spread over the 
various groups of commodities, with the exception of " Sugar, 
coffee and tea,” which fell from 63 to 48, but rose to 66'2 for 191 * 
and we are therefore justified in assuming that the upwar 
movement is largely due to causes affecting prices as a whoh 
When we consider that the average annual production of gol 
from >1900 to 1910 was about £73,500,000, as* compared .with onl 
£39,200,000 for 1890-1899, it is impossible to avoid the conclusio 
that the*increase of the circulating medium, including both mctalli 
money and the superstructure ot credit, will very largely affor 
an explanation, and that a considerable fallen the standard of vale 
has .taken place. » . 

It is necessary to add that, before a general rise or fall in pri« 
can be deduced from’similar giovcments in tlie index number fc 
any given period, it is essential that all* or most of, tjie groups < 
commodities should exhibit a similar movement,"as a violent rij 
or fall in one or two groups, due to snerifl causes, mav seriousl 
affect the general average. 



CHAPTER £XIII 

• • 

THE RELATIONS BETWEEN MONEY, CREDIT; AND PRICES 

The Nature of Credit. 

• 

Tto‘explaining tlie “ quantity theory of money,” and the effect of an 
increase in the amount 8f metallic money in circulation, little has 
been said about “ instruments of credit.” 

“ Credit" is not usually regarded as an addition to national 
capital, it is simply the deferring of a payment, and for our purpose 
the term is used to denote a present right to demand payment of a 
definite sum of money at some future date. 

The importance of the part that credit plays in modern commerce 
is enormous. It has been estimated that nearly 99 per cent, of the 
wholesale transactions in England are effected without the use of 
metallic money, i.e., tSey are effected by means of “ instruments of 
credit,” which are merely written documents recording the terms of 
the credits, and enabling the “ rights ” to be transferred from one 
pegon to another. Hence it has sometimes been argued that the 
amount of coin in circulation is comparatively unimportant. The 
correct view is the reverse of this, i.e., the greater the superstructure 
of credit, the more important does the metallic basis become. Just 
asiin the Erection of a lofty building the strength of the foundations 
bears some profit) rton to its weight and height, so in modem com¬ 
merce, the quantity of metallic money bears some relation to the 
amount of credit in existence. The proportion varies according to 
the country which is being considered (one being more or less highly 
developed than another) and according to the general state of trade. 
A highly organised commerce like our own requires a much smaller 
proportion of metallic money than, for instance, that of China. 

' Again, when commerce is active, p.nd traders optimistic, the same 
quantity of coin will sup'pprt a much larger volume of credit than 
when trade is Slack, as, for instance, during the reaction which 
follows a period sf ovev-product iori. In the latter case, over-trading 
hap sh&kep public confidence and at the s^me time the credit 
afforded by bankers to commerce, and by merchants to each other 
is diminished. 


27i 
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• 

Then agai^, an increase in the volume of wholesale transactions 
ecessitales»an increase in retail transactions, in which metallic 
loney plays a larger part. ' • 4 

Lastly, all forms of credit «.re only so many " promises to pay ” 
written or implied) in coin, if required, except in coi^ntrits where 
he principal currency is unconvertible paper, the effect of which is 
iealt with in a subsequent chapter. , 

To sum up, commercial credit transactions, bankers’ credit obli- 
ations, convertible paper money, and oflier instruments of credit, 
.re all theoretically payable in coin, and actually a certain propor- 
ion is always settled in this manner. The overwhelming majority 
if obligations are cancelled by mere book entries, i.e., transfers 
if credit, but all credit ultimately rests on a metallic basis, and the 
olvency of a commercial community is intimately bound up with 
he provision of sufficient metallic reserves in order to maintain its 
xedit unimpaired. 

influence on Prices. 

Instruments of credit, such as bills, cheques and notes, arc as 
iffective as coin in providing a circulating medium of exchange, and, 
ither things being equal, an increase or decrease in their aiqpunt 
will raise or depress the ^general level of prices in much the same 
nanner. 

Bankers' Advances. 

It is true that the loans placed by banks to tlfcffjcdit of customei 
iccounts are distributed by means of cheques and bills, but the tot 
volume*of advances also exerts a very direct influence on a ri 
or fall in prices due to fluctuations in supply or demand, or 
improved methods of production. If trade is brisk, a rise in pri 
at $ particular commodity or group of commodities frequent 
takes place. This acts as a stimulus to increased production J 
which more capital i# needed* This extra capital is often obtain 
by merchants and manufacturers from ^heir bankers. ( 

A rapid rise in some leading commodity oftcif spreads to ott 
groups of commodities, money Is lent freely, andrthe level of pri< 
is maintained. If.bankers‘contiftued to lertd freely, the rise vjpt 
continue" untjl the inevitable collapse took plafe, and it is largt 
by the timely restriction of advances by bankers to customers w 
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have borrowed freely that over-production, and fhe consequent 
period of stagnation and low prices, arc prevented. • 

Thus we^see that bankers’ advances operate chiefly through 
wholesale prices. * 

It i* Important to note that except when advances are drawn 
out in the banker's own notes these loans are not a creation of credit, 

but oqjy a transfer, i.e., from banker to customer. 

. • • 

Bank Notes. < 

Bank notes which are convertible cannot be over-issued, in the 
sense of becoming redundant, and, therefore, their total amount is 
determined by the needs of the public, which vary with the state of 
trade. They cannot, therefore, directly influence prices to any great 
■extent. In some countries—as in Scotland—they form the principal 
currency, and bankers' advances are often drawn out in this form 
under the Cash Credit system. The notes thus play an important 
part in a general rise of prices, but are not actually one of the causes 
of the rise. When a fall takes place, and trade becomes slack, 
the redundant notes are automatically presented and withdrawn 
from circulation. This quality of convertible paper money is 
kngwn as " elasticity." 

Inconvertible paper money does not follow this rule. Unless its 
issue is carefully regulated, the amount in circulation is only limited 
by the will of the issuer, and docs not depend on the volume of trade. 
If jssued ill excess, an artificial stimulus will be given to prices, and if 
there is also a st^fldlrd metallic currency, the operation of Gresham's 
Law will drive the metals from circulation. The inflated prices 
will, of course, be merely " paper prices ” and the rise will continue 
so long as additional issues of p&per money are made. Such over¬ 
issue has often been doe to the requirements of the State for carry¬ 
ing on a war, or far internal purposes. The early monetary hjstory 
of most of thfc New England States is a disgraceful record of over¬ 
issue of paper, which in some cases,,became 'depreciated io rvvo th 
Qfits face value. 1 1 

The ill effects Sf an over-issue of paper, causing stagnation of trade, 
and grave interference- ;yith contracts for the payment of money, 
caqnot «be ..over-estimated. This aspect of the question is dealt 
with more fully in, a later chapter. 

1 Walker’s Money . 
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Cheques. 

The importance of the bank note as a circulating medium in the 
United Kingdom^ now relatively small, anfl the cheque has become, 
especially in England and Walife, the principal instrument oj credit. 

It is not too much*to ray that, without the cheque, th<j cno'rinous 
volume of*the trade of the United Kingdom could never be carried 
on. Other countries, especially the United States, an; following qjir 
example, and on the continent the use of this convenient transfer of 
bank credit—for such it is in reality—is becoming more common. 

As cheques economise the use of coin, and have (together with 
bills) almost superseded it for wholesale transactions, they are clearly 
an addition to the circulating medium. Some writers appear to 
draw a distinction, in this respect, between cheques which are pre¬ 
sented for payment at once, and those which remain out for some” 
time, treating only the latter as money. In both cases, the use of 
coin is economised in differing degrees, therefore all cheques are an 
addition to the currency, and affect prices in the same way. 

If a man p^s his baker’s account by means of a cheque, the latter 
takes the place of coin. If the baker pays it in to his banking 
account, there is one economy of coin, but if he uses it in part 
payment of his miller’s account, there are two economies—iUis 
only a question of degree. . 



CHAPTER XXIV 

' " ^HE FUNCTION AND LIMITS OF SPECULATION 

Nature of Speculation. 

ThE large part Vhich credit plays in modern commerce is necessarily 
accompanied by dangers which usually arise from an excess of 
speculation. 

Practically all commercial transactions between traders possess 
an element of speculation, and the most enterprising nations have, 
by their speculative ventures, developed the natural resources of 
jwhat are now some of the richest sources of production, and Created 
fresh markets for their goods. The part which credit plays in assist¬ 
ing such transactions has been already described. When prices 
and credit are in danger of becoming inflated, owing to over- 
confidence, i.e., when‘speculation has reached a proper limit, it is 
necessary to curtail the credit which alone makes such speculation 
possible. This may bring inconvenience or even failure to firms 
which have over-traded. They find themselves face to face with a 
colfapse in prices, and their surplus goods are thrown on their hands, 
or on the market at a ruinous sacrifice. * So far as the community 
is concerned, the contraction of credit will cause prices to fall to 
thpir normal level, and keep production within bounds. 

Trade naturajly Vbbs and flows in this manner, and so long as 
speculation is restricted to genuine commercial transactions, and is 
kept within reasonable limits, its function is perfectly legitimate, and 
its effect on trade is, on the whale, beneficial. 

The History of a Commercial Crisis. 

f The history of commercial cksei is that of the abuse of credit. 
Wading to excessive speculation., At suoh. times traders and 
i (Nestors seem to throw pqidence to the winds, and their increased 
profits lead to the employment of more credit than thfir position 
warrants. The bubble fii inflation is sooner or later pricked by a 
. slackening jn demand,»the effect ef which in a crisis is heightened by 
over-production, by a precautionary raising of the rate of discount, 
and by the unwillingness of bankers to grant further accommodation. 
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The impending crisis is due to a general feeling among business men 
that the/, os their clients, are unable to meet their obligations, and 
may be precipitated’by a few actual failures. The state of the Bank 
of England " Weekly Return ” may also aggravate the general 
uneasiness, as it ij to some extent a gauge of the generaPposition, 
and revaals the policy of the banks in strengthening their liquid 
resources. There is a general scramble on the part of busiqpss men 
for money to meet their obligations. It is here tliat the banltefs 
can step in, and alleviate the panic by restoring general confidence. 
By lending freely to those whose position is sound, the banks enable 
them to tide over temporary embarrassment, and prevent a general 
collapse, while the “ lame ducks ” are necessarily left to their fate. 

By further raising the rate of interest, unnecessary borrowing 
is discouraged, and supplies of loanable capital arc attracted both* 
from home and foreign sources. 

Should these steps be fruitless in restoring confidence, and the 
supply of capital is still insufficient, the only remedy is the creation 
of a form of credit which will be uni versalljfaccepted, i.e., the sus¬ 
pension of the Bank Charter Act of 1844 and the issue of notes 
by the Bank of England against security, beyond the authorised 
limit. m 

Grises oi the Nineteenth Century. 

The crises of the nineteenth century have all been caused by 
excessive commercial or monetary speculation in some form, fostered 
in some instances by imprudent lending on tb$j>art of the banks, 
notably in 1857 and 1866, when the discounting Sf bills Cached a 
height which, in comparison with the volume of trade, has probably 
never been exceeded. , 

The principal crises are dealt with in detail elsewhere, but it is 
useful to note the general causes which led up to them— 

18l0—11. Speculation in exports.to South Ameriof , 

1825. Speculation .in mining and other fofeign investments.' 
1847. Immense outlays of capital jfn fixed investments aSfd 
^peculation in railway stocks. • 

1857.) Over-trading, supported by ejaessivu discounts and 
1 advances by banks. • . • , • , 

1866.) (Failure of Overend, Gurney & Co.) f 
1890. Speculation in South American stocks. (Baring Crisis) 



American Crisis o! 1907, 

As we have had practically no experience of crises in»th? United 
Kingdom since 1890, whcr» there was no general 'panic, it is instruc¬ 
tive to note the causes and methods ofcallaying the American panic 
of 1907, Which are ably summed up in the follpwisg extract from a 
paper read by Mr. D. M. Mason before the Institute of Bankers, 
" Our Money Market and American Banking and Currency 
Rdform " 1 — ‘ 

" Trade was active in America, and throughout the world there 
was considerable speculation going on in copper and Stock Exchange 
securities, all calling for money to finance such transactions. Crops 
were plentiful in America and required money to move them. All 
this world-wide activity, coming after a period of wars and destruc¬ 
tion of capital, intensified the strain upon the world’s capital 
resources. The chain could not stand the strain, and snapped at 
its weakest link, and the American panic followed. Crops were 
being hurried out of America. Railroads and other corporations 
were all anxious to seir their short-term notes and oth<;r securities 
in Europe. There was a comparatively light import trade movement 
either of goods or securities. There was a lack of elasticity in the 
currency. The rate of exchange fell below gold import point, and 
imports of gold commenced on a large scale. Credit dried up, and 
as a result speculation collapsed in America and runs on the trust 
companies and banks followed. The Bank of England raised its 
offiaial rat<? of discount to 7 per cent., the highest since October 
18th, 1873. Suspicion of trading companies, trust companies, 
and banks took place, many of them quite solvent, but unable to 
obtain the necessary gold and currency to meet their obligations." 

The situation was relieved by the addition of over $500,000,000 
to the currency medium between September, 1907, and January, 
1908, as follows: tie Associated Banks in New York issued Clearing- 
House Certificates for $248,000,000; public moneys to the extent 
of ‘$100,000,000 were deposited with the National Bank#, whose 
n»T& circulation was alsct increased by $80,000,000, and gold 
amounting to $106,000,000 was imported. 

In this instance? it is Mjorthy of bote that the causes were world¬ 
wide and that the crisis was precipitated by the lack of elasticity 
in the American banking and currency system. 

> Journal 0 / the Inst, of Banhtrs, April, 1909. 



CHAPTER XXV 

PAPER MONEY—ITS DANGERS AND METHODS OF REGULATION 

Origip. and Nature of Paper Money. 

In primitive communities, money was always 

substance which possessed value in itself. The_........... __ 

stance as money involved loss of internet, which forms by far the 
largest item in the cost of maintaining a metallic currency. 

In most modern communities, considerable economy in the use of 
the precious metals has been effected. In the United Kingdom 
notes were formerly the most important part of the paper currency, 
and'their issue has always been in the hands of the banks, but the 
development of the cheque system in the nineteenth century has 
relegated the bank-note to a third place. 

In most countries, however, except England, a considerable 
proportion of the circulating medium consists of paper money. 
As notes possess no value in themselves, there must be some motive 
to induce persons to accept them as the equivalent of metallic 
money. This motive is confidence in the ability of tjie issuer to 
fulfil, if required, the " promise to pay ” in coin stated on the face 
of the notes. Such confidence, in the absence of any default of the 
issuer, develops into a habit, and the notes come to be accepted 
without question in the district or country where they*circul^te. 

The two cardinal requisites of a good paper* eurrency are— 

(1) Convertibility, i.e., into coin, on demand. * 

(2) Elasticity, i.e., the quantity in circulation should automatically 
expand and contract with the requirements of trade. 

Two KM, o! P.p„ Mom,. 

Paper money is of two kiads, viz., convertible* (t.e., into coin^ „ 
and inconvertible., •’ ' * * * 

It is now generally admitted tljat convertible paper caapot 
be issuejl in excess, in the sense of becoming*redifndant, as any 
superfluous notes will be presented for^paymqpt and cancelled. 

On the other hand, the quantity of inconvertible paper in cir’- » 
culatioii is only limited by the will of the issuer, subject to any 
restrictions "which may be imposed by law. * There is, therefore, 
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always a danger of its being issued in excess of currency require¬ 
ments, and so of becoming depreciated. By the operaflgn of Gres¬ 
ham's Law a depreciated piper currency will drive metallic money 
from circulation and prices will rise in proportion to the over-issue 
of paper.. Many of the disastrous experiments with inconvertible 
paper have bedn made in ignorance or in defiance of these principles. 


Method!) of Regulation. 

The issue of paper money may be entirely in the hands of the 
State, or this function may be exercised by private individuals or 
companies (usually banks). The unrestricted issue of notes, whether 
by the State or by banks, has always proved capable of gross 
abuse, and the privilege of issue is now almost invariably hedged 
about with regulations as to method, limit of amount, and so on, 
in order to ensure convertibility. 

Prof. Jevons 1 outlines no less than fourteen different methods of 
issuing and regulating paper currency which have been employed 
at one time or another, 'and hints that even these do not exhaust 
the list. 

The principal methods of securing convertibility are as follows— 

(1) Simple Deposit. 

(2) ‘Partial Deposit. 

(3) Proportional Reserve. 

(4) Maximum Issue. 

(5) Real Property Reserve. 

(6) Free Banking; Method. 

(1) Simple Deposit. 

Under this system there is no economy of metallic currency, and 
the notes are merely certificates that coin or bullion of the value 
stated in the note is being held in the vaults of the issuer. Such 
certificates were formerly issued by, the London goldsmiths; and the 
Gold and Silver Certificates, forming part oithe currency of the 
United States, are of this nature. 

• O 

The legal tender notes for large amounts issued by the Canadian 
Government, and circulating only between banks, are also based 
tin this method, and obviate the inconvenience of transmitting large 
amounts of specie. 

a « 

1 Monty, cap. 18. 
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(2) Parted Deposit. 

This syftera is„ perhaps, the method most universally adopted 
for the purpose of safeguarding a note issue. Notes are issued 
against securities up to a certain amount, beyond whicl’wjhcy must 
only be issued igainst the actual deposit of specie. • 

The most familiar example is that of the Bank of England, whose 
note issue is regulated by the Bank Charter Act «f 1844? In that 
Act the amount of notes which may be is^pedagainst theGovernment 
debt and other securities (called the " fiduciary issue ”) is clearly 
defined. The accounts of the Issue Department are kept entirely 
distinct from those of the Banking Department. Both sets of 
accounts have to be published weekly, and together form the 
" Weekly Return," which is issued on Thursdays 
When combined with the “ elastic limit ” system, whereby the 
limit of the fiduciary issue is, subject to certain restrictions, extended 
on payment of a fine or tax, the partial deposit method probably 
possesses more advantages than any other. 

The Imperial Bank of Germany possesses this power of issuing 
notes against securities in excess of the authorised amount, on 
payment of a tax of 5 per cent, per annum on the excess issue. 

• 

(3) Proportional Reserve. 

A note issue may be secured by requiring a minimum fixed per¬ 
centage of the notes in circulation to be held in coin or^bullion as a 
reserve. * 

The disadvantage of this system is that if the metallic rsserve falls 
to the # legal minimum, no more notes can be redeemed. Unless 
the limit is removed, the reserve cannot b» touched, and therefore , 
fails to effect its purpose. This system does not possess sufficient 
elasticity, to meet the varying or seasonal demands of commerce, 
e.g, for the periodical “ movement" of crop#. 

In the United Staffs, this \tarft of elasticity in the proportiqnat , 
reserve system nearly always causes a " money squeeze " in ^he 
autumn, when the crops are moved, fcnd has even precipitated a 
crisis. • 

The National Banks of the United Statls maf issue notes up to. 
the par .value of United States fioflds deposited by them* with the 
Treasury, but they are required, in addition, t» keep cash reserves 
(of specie or legal-lender, notes) to the extent of 25 per cent, of their 
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total liabilities (including notes issued), in certain largejowns, and 
15 per cent, in other places. * 

By the Aldrich-Vreeland*Act of 1908, temporary pleasures for 
partially relieving the want of elasticity Were provided, by permitting 
the issue of notes against certain other classes of bends. 

As a result of the Crisis of 1907, a Monetary Commissidn was 
appoij)ted<under {he above Act to formulate a scheme of currency 
reform. The Report of the Commission to Congress was made in 
January, 1912, and its recommendations have been embodied in a 
Draft Bill. 

It provides, inter alia (1) for the establishment of a National 
Reserve Association of the United States with an authorised capital 
of about $300,000,000, the Charter of which shall run for fifty 
years ; (2) for the extinction of the right of individual issue of notes 
by the National Banks, which will become members of the Asso¬ 
ciation ; (3) for the replacement of National Bank notes by those 
of the Association. 

% 

(4) Maximum Reserve. 

Under this system, the maximum circulation of notes is limited 
to a fired amount. 

By the Bank Charter Act of 1844, the English banks (other than 
the Bank of England) then issuing notes were allowed to continue 
the. issue up to a maximum not exceeding the average amount for 
the twelve weeks preceding April 27th, 1844. 

The Canadian barks possess maximum note-issues, in combination 
with an " elastic limit." The total issue of each bank must not 
normally exceed the amount of its paid-up capital. From 1st 
October to 31st January in each year, during the movement of the 
crops, however, each bank is allowed to issue notes in excess of this 
limit to the extent »f 15 per cent, of its combined paid-up capital 
and t reserve funS, on payment of‘a tax not exceeding 5 per cent, 
per annum on the excess. t ' * 

“Hi _ » 

C v » 

(5) Real Property Reserve. v 

Under this system, thS security f6r the repayment of the notes 
issued corikistc of land add other fotms of real property. When the 
principles of circulation were imperfectly understood, it was argued 
by some that so long as notes “represented” real property or 



securities, ^iey could not be issued in excess or become depreciated. 

In this u%y wrote Mirabeau, during the French Revolution, con¬ 
cerning the jssue of Assignats. These* notes were supposed to be 
secured on Church and Crown property, and were inconvertible 
except that th«y could be used in the purchase of«such property. 
The temptation to meet the pressing needs of the Government by 
forced and excessive issues proved irresistible, and by *sucoe^ive 
decrees the issues were raised to the enormous total of 43,581 mil¬ 
lions of francs. Ultimately a paper note for 100 francs (£4) passed 
current for less than 3d. in coin. The notes were redeemed in 1796 
at about uWh of their face value, after inflicting incalculable . 
disasters on the industry and commerce of the country. 1 

(6) Free Banking School. 

Formerly, in the United States, any person, or group of persons, 
might form a bank under certain prescribed conditions, and each 
bank had the right of issue, only restricted by the obligation of 
depositing*Government bonds. Under this system, no regulations 
were laid down for the daily redemption of notes which might 
be presented or for otherwise ensuring convertibility. The method, 
or rather want of method, of this school, is now discredited. * 

• 

Inconvertible Paper. 

• • 

This form of currency consists of notes which were, in jnost 

instances, convertible in their origin, but owingpfcyrolitical exigencies 
or oftier causes, have become mere paper tokens, or “'money of 
conversion,” circulating by Iprce of law or custom, and accepted 
more or less readily by the publv: in payment of debts. * 

The principal objections to this form of paper are— 

(1) It is liable to be issued in excess, and therefore to become ( 

depreciated, and drivg good rrfon£y from circulation. . * • 

(2) It* does not circulate btyond the # borders of the countiy^of 

issue. • ( 

During# the American Civil War “ greenbacks ” were issued in 
excess, and drove most of the coin from dirculatibn. • , 

" Being in excess they inflated prffces, exefted to speculation, kept 
industry and, trade in a state of agitation, and# caused a continual 

1 Palgrave’s Dictionary of Political Economy, vol. i, “ Assijjpatg.” m 
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transfer of wealth from the productive to the speculative classes. 
They were, therefore, bad money.” 1 ‘ 

In many of the South American republics at the present day, the 
principal currency consists of inconvertible paper issued in excess, 
and gold is therefore at a premium. , •> 

The above quotation concerning the over-issue of " greenbacks " 
coqld fairly be used to describe the general effect of all excessive 
issues of paper money, and in extreme cases trade is almost com¬ 
pletely paralysed. Examples of such over-issue might be drawn 
from the monetary history of almost every civilised community. 

There is, then, this temptation to over-issue, and as paper money 
cannot be exported to other countries, like gold and silver, in the 
graphic language of Prof. F. A. Walker “ such money has no 
natural drainage. Wherever it is poured out, it makes a swamp,”* 
and causes the inevitable inflation of prices and dislocation of 
trade. This objection to inconvertible paper is known as “ want of 
elasticity.” 

Methods of Regulating Inconvertible Paper. 

A continued adverse state of the foreign exchanges, irrespective 
of thu “ balance of trade,” and a premium on gold (as measured in 
paper) are signs of a depreciation in papej money. Any tendency 
in either of these directions must therefore be carefully watched, 
and the issue of notes restricted accordingly.* The difficulty is, 
that the amount of currency for trade requirements fluctuates 
from time to time; 'and the withdrawal of redundant paper (where 
paper is the principal currency) during a time of depression is very 
difficult to effect. It ic a matter of history that issues of this kind 
have almost invariably been made under the stress of abnormal 
circumstances, and in many cases were only intended to be a 
temporary expedieht. , 

0 .As a result of the jFranf o-Gerrharf war, thf Bank of France sus¬ 
pended specie payments from 1870 to 1874. ' Its notes became the 
pVincipal currency of the country, and their issue was so carefully 
regulated, by watching the foreign exchanges and the market price 
. of gold, that thejt neveV >became depreciated more than § or 1 per 
cent, even *in France's dark At' hour \ and any slight premium 

1 Palgrave’s Dictionary nt Political Economy. Money IF' A. Walker). 

* Ibid. 
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. Yet even these 
ous consequences 
of the suspension) and although the (Pver-issue of paper was not 
enough to aftect ordinary* transactions, yet, as a result of the 
above-mentioned disturbances to exchange transactions* affecting 
Paris as' a financial centre, London has since become the great 
settling-house of exchange transactions in Europe. 1 

Summary. 

The comparative merits of convertible and inconvertible paper 
will not long detain us. 

We have seen that inconvertible paper possesses the following 
objections— , ^ 

(1) Difficulty of regulation. 

(2) The temptation to over-issue, and consequent depreciation. 

(3) The slightest depreciation injures commerce and finance, 
owing to the uncertainty of prices, and yie adverse state of the 
foreign exchanges. 

(4) Lack of elasticity. 

Convertible notes possess none of these objections, except (under 
certain circumstances) the last, which is removable. • 

They cannot be issued do excess, in the sense of becoming redun¬ 
dant, and their chief danger lies in the inability of the issuer to dis¬ 
charge his obligations in metallic money, i.e., to maintain thdir 
convertibility. , 

Suspension of payment of notes is usually due*to one c» more of 
three causes. 

(1) National crisis, such as a great war. • 

(2) Commercial panic. 

(3) Insufficient metallic reserves, 

The system which has achieved the best reSult^ and which is 
becoming the model on which most modern systems of paper money* 
are constructed, is that of " partial deposit," combined with,the 
" elastic limit,” or power of emergency issue. # • 

(I) The* basis of coin, combined with other reserves of liquid 
assets, ensure convertibility uncler normal conditions. • 

t (2) The placing «of some definite limit on the totil issue 5s a 
safeguard against abuse. * 1 

1 Bagehot’s Lombard Strut. 


on gold disappeared when trade became favourable 
extraordinary precautions could not avoid the seri 
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(3) The power of emergency issue, subject to certain restrictions, 
assuages and even prevents panics, when some undoubted form of 
credit is urgently required vo prevent a general Collapse. 

Emergency issues also provide, as* in Canada, lor additional 
currency'at Recognised times of the year, and prevent extreme 
stringency such as that which prevails in the United States during 
the corresponding movement of the crops. 



CHAPTER XXVI 


RISE AND DEVELOPMENT OF BANKING IN ENGLAND 

How fiie Firfet Banks Arose. 

The foundation in England of banking in its me 
from the seventeenth century. From the NcJrman tlonjuest 
onwards money-lending and discounting jvere practised by the Jews, 
who supplied the Sovereign, the nobility and the Church with much 
needed cash when required. After their expulsion in 1290, they 
were followed by the Lombard merchants who became the bankers 
and money-lenders of English kings in the thirteenth and fourteenth 
centuries and continued to finance merchants by the provision 
funds. 

They were succeeded in this function by the English goldsmiths 
who, under the Plantagenets and Tudors were bullion dealers and 
money-changers. They also took advantage of the fluctuations in 
the values’of gold and silver, melting down bullion and the heavy 
coins into plate, or exporting them as their interests dictated. To 
these operations they gradually added the functions of deposit 
banking in a primitive form. Up to 1640 merchants had followed 
the custom of depositing their money and valuables in the Mint in 
the Tower under Crown protection. In that year, owing to the 
refusal of Parliament to vote him supplies, Charles I supplied his 
defiqences by various discreditable methodspjncluding the seizure 
of £120,000 in bullion and cash belonging to the merchants and 
deposited in the Tower unc^r the " protection " of the Crown. 
Although the money was ultimately repaid,'the merchants in future • 
deposited their treasure elsewhere. 

About this time the goldsmiths commenced the practice of lending 
ouf large sums of money to piejchants in the foam of loans and 
discounts at high interest, and in ordcA to "increase their profits* 
encouraged deposit of money on which they allowed interest.* 

" Five or six stood pre-eminent above their brethren hnd Clarendon 
says that they were men knowij to be so rijh an^ of so good reputa¬ 
tion, that all the money of the kingdom woujd be trusted or,deposited 
1 in their "hands. And they then first came to be called hankers?' 1 

| f 

1 Macleod, Theory and Practice of Banking, cap. 8, f ° 

• 9«7 
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These " bankers ” proved vqry useful to Cromwell and Charles 
II by advancing money in anticipation of supplies, a practifce which 
cost the lenders dear, owing to the action of the King in suspending 
exchequer payments in 1672 and seizing the sum of £1,328,526, 
most of Which had been lent by the goldstniths, largely out of funds 
deposited wifh them. This caused widespread ruin and distress, 
and the ultimate loss of principal and interest to their creditors 
wa6’calculated *at roughly £3,000,000 irrespective of litigation 
expenses. < 

The failure of William III on his accession to obtain sufficient 
supplies to carry on a war with France, led to an attempt on the 
part of the bankers’ creditors to come to an arrangement with 
the Crown, whereby they agreed to forego all arrears of interest and 
Blake a further advance to the Government up to the amouht of 
their principal, £1,340,000, on condition that an Act was passed 
securing them 6 per cent, on the whole amount. The scheme 
fell through. 

Unsuccessful attempts were also made at the instigation of the 
Government, who were hard pressed for funds, to form some sort of 
national bank, to supply their needs. However, the originator 
of these schemes, Mr. William Paterson, persevered, and with the 
timelf support of Sir Edmundbury Godfrey and a few others, 
succeeded in producing a scheme which resulted in the formation of 

the Bank of England. 

# 

The 1 Bank ol England. 

The Bank was incorporated in 1694 (Statute 1694, cap. 20), and 
its charter provided inter alia— i 

(1) For the subscription by the'public of the sum of £1,200,000 

to be lent to the Government for carrying on the war, on condition 
of receiving an annuity of £100,000 per annum. t 

(2) The subscribers to be formed into a corporation, called " the 
‘Governor and Compahy of the Banlf of England,” with 'all the 

privileges of a corporation, tujd their stock should be transferable. 

(3) After lsl August, 1705, Parliament might give twelvemonths’ 
notice of repayment of th\whole debt, when the Bank would cease. 

' 1 (4) The. bills, notes, and other, obligations of t|je Bank were not 
to exceed the capital of £1,200,000, unless authorised by Act of 
Parliament. 
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(5) The corporation was allowed to deal in bills of exchange, 

buy ancf sail bullion, gold and silver, and make advances on 
goods and merchartdise. • 

(6) No advances were to.be made to the Crown, except by 

Parliamentary section. ’ •• 

The Whole stock was subscribed in ten days, and ’the war was 
carried on with renewed vigour, £30,000,000 being spent in six 
years, in spite of which the rate of interest fell afid the*nati5nal 
credit rose, owing, in the opinion of the Deputy-Governor (Mr, 
Michael Godfrey) to the formation of the Bank. 

An experiment such as the Bank of England was bound to 
arouse opposition, notably among the money-lenders, whose 
exorbitant exactions received a blow, and also among the gold¬ 
smiths, whose chief complaint appears to have been that the Ban lb- 
allowed interest at 2d. per cent. j>er day on their bills, and thus 
secured many of their customers. In the words of Macaulay, they 
"greeted its establishment with a howl of rage.” The Bank 
commence^ business on 1st January, 1696, at Grocers’ Hall, in 
the Poultry. 

This period is remarkable for the great depreciation of the silver 
currency, owing to wear and tear, and also to clipping and other 
fraudulent practices, and to the profitable exportation of*full- 
weight coins. Guineas p’assed current for as much as 30s. in this 
degraded medium. In February, 1696, it was decided to reform 
the silver coinage, and to provide for the gradual redu«tion of tfle 
value of the guinea to 22s. by April in tliattyear, under pain of 
severe penalties for dealings on any othet basis. 

The exchange of new coin <or old at the Bank led to a " run,” 
and, ultimately, to a partial suspension, which was aggravated in • 
May, 1696, by an attempt on the part of its opponents to destroy 
the t Bank by suddenly presenting for payment £30,000 in notes. 

Rival Schemes. ,* 

• • 

As the Bank of England was of Why*origin, in 1696 an attempt 
was madfi by a Tory syndicate to form a rival bunk ffir the benefit 
of landowners, with a capital at £2,564,(100 to tjp advanced to the 
Government. As f only £7^100 w^> subsejibed, including £5,009 ■ 
by the "treasury, the scheme was an entire failure. 

In 1697 another rival scheme was starter? under the title of 
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"The Company of Mine Adventurers of England.” which (like' 
some modern mushroom companies) had many titled persons on 
the directorate. An offne was opened in LoAdon, and all forms • 
of banking business (as then known) were carried on, including 
the issnS of notes, but the enterprise was short-lived. 

Increase of Capital. 

.The finances* of the country were in a very bad state, the 
Exchequer deficiency being £6,000,000, and its " tallies ” at a 
discount of 40 to 60 per cent., while the bank notes were 
depreciated 20 per cent, owing to the partial suspension. 

Under these circumstances, in 1697 an Act was passed increasing 
the capital of the Bank, and over £1,000,000 was subscribed, of 
..which £200,000 was received at par in bank notes and £800,000 
in Exchequer “ tallies,” which were withdrawn from circulation, 
thus restoring the value of the remainder. This amount was lent 
to the Government at 8 per cent. The same Act, with the avowed 
intention of preventing competition, enacted that no other bank, 
or corporation in the nature of a bank, established by Act of 
Parliament , should be permitted in the United Kingdom; and 
allowed the Bank to increase its issues to the amount of its sub- 
scriHed capital. Notes, were, however, at this time not issued for 
less than £20; and, as the re-coinage \Vas so slow, the Govern¬ 
ment issued £2,000,000 in £5 and £10 Exchequer bills to remedy 
the lack oi currency. 

In 1704 and 1703b owing to the course of political events, the 
Bank wis again in trouble, the Jacobites at home and the private 
bankers having combined to ruin jv; but Government Support 
and a call of 20 per cent, on the proprietors saved the situation. 

In 1709, by arrangement, the interest on the original Govern¬ 
ment debt of £1,200,000 was reduced to 6 per cent., with an allow¬ 
ance of £4,000.for management,,expenses; a further advance of 
■‘£400,000 was arranged; find the capital of'tlje Bank doubled to 
pwnide for the subscriptuq of £2,500,000 Exchequer bills. The 
new capital was issued at 15 per cent, premium, and v was sub¬ 
scribed in four hours. Jhe Bank Charter was also renewed until 
■1732, anjl the prohibition of (697 concerning the establishment 
of any bank* in the United Kingdom by Act of Parliament was 
extended. In* futurt:, in England, no corporation, partnership, or 
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body of persons exceeding six in Number were allowed to issue 
“ Bills or nates payable at demand, or at any less time than six 
months from the borrowing thereof." ThSse restrictions remained 
in force for over a century, and had the injurious effect of covering 
England with a multitude of small banks, in contrast Jo Gotland, 
where nd limitation of the number of partners was imposed, and 
the banks were few in number, but of great strength. ,As {he 
issue 'of notes was then regarded as a banker’s principal function 
and source of profit, this was considered 5s equivalent to granting 
to the Bank the monopoly, as a corporation, of banking in England. 

In 1707 another reform of the coinage was decided on, and, 
as a result of the famous report of Sir Isaac Newlon, the value 
of the guinea was reduced to 21s., at which it remained until the 
adoption of the gold standard in 1816. ” 

South Sea Company. 

The years 1711-1720 witnessed the great struggle for supremacy 
between thejlank of England and the Soutfi Sea Company, which 
had been formed to take over the unfunded State Debt of 
£9,500,000 at 6 per cent., in exchange for the monopoly of trading 
to the South Seas. In 1717 the Bank's Charter was extended to 
1742; but the South Sea Company eventually gained the upper 
hand, and the King even became its Governor. 

In 1720 both corporations proposed schemes for the consolidaj 
tion of the whole of the public debt, each striving to 6utdo the 
other in the competition for supremacy. Fintdljj, the Sojjth Sea 
scheme was accepted; and by spreading* the wildest rumours 
concerniHg the value of their trading monopoly, several millions 
of the new capital were subsefibed at enormous premiums, 
£4,000,000 being issued at £1,000 per cent, in June, 1720. The 
South Sea “ bubble ” was at its maximum of inflation, and 
speculation in the most insane enterprises followed. ’As examples, , 
companies were floaty/ for breeding silkworms in Chelsea Park‘d 
curing broken-winded horses; importing jackasses from Spaih t 
and, lastly, " for carrying on an undertaking of jfreat advantage, 
no one to know what it is,” with a premise »f 100 per cent. f 
dividend 1 The ineyitable (hash ■came, and by 13th September 
the price of thw's’tock was £400. The collapse involved the gold¬ 
smiths and private bankers who had advanced on the stock A 



292 PRACTICAL BANKING 

f 

“ run ” was made on the Bank, which, by means^of paying its 
notes in sinali change, gained time until assistance «arrived and 
the panic had subsided." The Bank restored public credit by « 
purchasing South Sea annuities to'the value of £200,000 per 
annum,*at twenty years’ purchase, and inpreased its capital to 
£8,959,995. 

Further Incfeases of Capital. 

In 1742, in consideration of a further Government loan of 
£1,600,000, free of interest, the Bank’s Charter was extended to 
twelve months’ notice after 1st August, 1764; and its monopoly 
as a corporation of the privilege of exclusive note issue in England 
was still more rigidly defined. 

“ In 1746 the Bank’s capital was further increased to £10,780,000, 
owing to further Government advances. 

In 1758 a firm of Newcastle bankers started issuing notes for 
20s„ and their example soon spread ; but these were suppressed 
in 1777 and again permitted in 1797. 

In 1759, £15 and £10 notes were fust issued. 

In 1764 tlie Bank’s Charter was further renewed until twelve 
months’ notice after 1st August, 1786, and the repayment of the 
Government debt. 

In 1772 there was a serious panic due to overtrading, during 
which the Bank of England rendered great assistance in supporting 
public credit. 

In 1781 the Baifx’s Charter was renewed until twelve months’ 
notice after 1st August, 1812, and the repayment of the 

Government debt, and its capital Increased to £11,642,060. 

1 

Effect of Monopoly. 

The years 1770-1795 were remarkable for the construction of 
„ canals all over England. The' increasing industrial activity of 
yie country, which thenceforward, moved 6r. with rapid strides, 
was hampered by a scarcity of currency. The monopoly of the 
Bank acted as a arag on the wheels of commerce, and ar it refused 
to open country branches, its rfotes scarcely circulated outside 
London; while by 'its monopoly of corporate business, the 
formation of joint-stock "banking on safe and natural lines was 
prevented. 
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To supply the lack of cxirrency, all sorts of shopkeepers became 
bankers, 'a.ni flooded the country with their issues of notes. 

In 1750 there w4re not a down bankers outside London; in 
1793 there were nearly 400. • 

In 1775 an Act, was passed prohibiting the issue o^ bank notes 
under £b,*and in 1777 the limit was raised to £5. 

Crises of 1783. 

In 1782 the termination of the AmeriAn War of Independence 
led to excessive overtrading, encouraged by unwarranted support 
from the Bank, The crisis caused a serious “ run ” on the Bank 
in 1783, and an alarming foreign drain of bullion set in. The 
directors decided to restrict their issues until the exchanges became 
favourable. The desired result was achieved, specie began to" 
flow in from abroad, and the Bank’s credit was saved. It is of the 
highest importance to notice that the policy of the directors was 
guided by the following principles, as stated by Mr. Bosanquet: 

" That, while a drain of specie is going on,*their issues should be 
contracted as much as possible, but that as soon as the tide had 
given signs of ceasing, and turning the other way, it was then safe 
to extend their issues freely.” „ 

A period of calm followed, during which a great inflation of 
credit took place throughout Europe and the United States, 
intensified by excessive issues of bank notes. The calm was, 
broken by signs of the coming storm, which was to burst in -all 
its fury upon Europe. In November, 1792, tbgre.was ^ great 
increase of commercial failures both at home and abroad; the 
French devolution bad commenced, and, early in 1793 the 
Republican Convention declared trar. The unsoundness of the 
mancial position precipitated a monetary crisis, while the faihre 
of several important houses involved others who were solvint. 
The bank panic commenced with the Newcastle bankers, who had 
locked up their funds vmd wer,j unable to withstand the “ rum”. 
They stopped payment. The crisis spread to practically every 
bank in the, country ; and out of an estimated totfil of 400, about 
100 suspended payment, and the 'remainder were severely shaken. 
The banks of Exeter ^and the’West'oh England were notable'excep¬ 
tions, and stood^rnn. The demands on the Bank for rycommoda- 
iion were enormous. The foreign exchanges were favourable, and 
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gold was coming in from abroad; yet, ir» spite of 
the Government, and the universal demand for curfegcy' in place 
of the discredited country notes, the directors Appear to have lost _ 
their heads, and, instead of lending freely, contracted their issues. 
Parliairient then took matters into its oVn handj; it was decided 
to issue £5,000,000 Exchequer bills to relieve the pres<fi*g needs 
of ^olvcpt traders. Over £2,000,000 was lent in this way, all of 
which was repaid. The operation was completely successful, the 
panic passed away, and 1 the Government made a profit of over 
£4,000. 

About this time the London bankers ceased to issue notes, and 
confined themselves chiefly to the paying of their customers' cheques 
and drafts. This action was practically the first step towards 
modern deposit banking, which was then only in its infancy. 



CHAPTER XXVII 


# -» 

RISE AND DEVELOPMENT OF BANKING IN ENGLAND (il) 

The Restriction of Cash Payments. 

Thb evils of an inconvertible paper currency issued in excess, dnd 
the dangers of unlimited powers of issu# are vividly brought home 
to us by the history of the Bank of England and of the country 
banks during the “ restriction.” 

The closing years of the eighteenth century witnessed the com¬ 
mencement of the struggle of Europe against the supremacy of 
Napdleon Bonaparte. England had to provide not only for ttt* 
upkeep of her Army and Navy abroad, but also for loans and 
subsidies to other States engaged in the struggle. By 1795 these 
subsidies amounted to £9,500,000. 

The Baqk had to meet the insatiable’demands of Pitt, who, 
time after time, contrary to the spirit of the Bank’s charter, per¬ 
suaded them by means of promises that were never fulfilled, to 
honour his drafts. I( 

The clause in the Bank’s charter prohibiting advances without 
Parliamentary assent ha5 been nullified by the Act of Indemnity 
of 1793, which sanctioned the practice of temporary advances to 
the Treasury. By omitting to insert in the Bill a limit to these 
advances, Pitt’s power of drawing on the Bahk was increased to 
an unlimited extent; and by the reckless abuse of this power, 
means were furnished for carrying on the war with the new French 
Republic. 

This policy caused a steady export of bullion; while, simul¬ 
taneously, there was a great internal demand to meet 'trade 
requirements owing to the scarcity of notes, ^causirig an alarming 
drain of specie from the Banjc. 

The policy adopted by the directors ot the Bank led to stoppage 
of payment. The excessive contraction of note issues in 1795 by 
the Bank, in order to counteract the export of- bullion, together 
with a diminution, in the’country issues; owing t% failures of 
country banlp/in 1793, had led to an inconvenient scarcity of 
currency; and; as merchants could not get notes, there was, in 
'295 
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1797, a continuous rush for gold. The foreign exchanges had 
become favourable in April, 1796, and remained^ so until February, 
1797. To add to the alarm, there were rumours of the landing of 
a French force in the North of England, causing a run on, and 
a general steppage of, the country banks. ,The< panic spread to 
London, and was aggravated by the action of the Bank, followed 
by the p-ivate bankers, in contracting their issues. 

On 25th February, 1797, the specie in the Bank was reduced to 
£1,272,000, and an emergency Order in Council was issued on the 
following day ordering suspension of payments pending the 
decision of Parliament. 

On the 27th February, 1797, with only £1,086,170 in specie 
Jeft, the Bank suspended payment, and the restriction lasted 
until 1821. 

Bank Restriction Act. 

On 3rd May the Bank Restriction Act was passed, requiring 
cash payments to cease, except for sums under 20?., and also 
directing country banks to pay their notes in Bank of England 
paper. By a similar Act, the Bank of Ireland was also ordered 
to suspend cash payments. 

The stoppage was intended to be only temporary, but its 
continuance was enforced by successive enactments. 

« The monetary situation was relieved by the immediate issue of 
£2,600,000 in notes, the excessive restriction of which had caused 
the internal drain and t brought about the stoppage. 

Methods of Dealing with a /Jrisis. 

Thus we find two distinct methods of dealing with a monetary 
crisis— 

(1) The restrictive method. 

, (2) The expansive method. 

v In the case of an internal drain of< specie, tne effect of the former 
method has been to aggravate the evil and precipitate a crisis. 

The policy which has been successfully followed in most of the 
crises of the ninfeteenfh' century has been that of expanding the 
issues, and “lending freely to sblvent persons, thus bringing almost 
instant relief. ^ 

In the case of a foreign drain of bullion, however, it has been 



- AiiD DEVELOPMENT OF BANKING IN ENGLAND (ll) 297 

• • 

found pecesjary to restrict the issues and curtail loans until the 
exchanges become favourable and golc^ flows in from abroad. 

The most powerful method of influencing the foreign exchanges 
and attracting gold is tfoaf of raising the Bank rate o£ discount 
above J^iat prevailing in other financial centres, and is the one 
now most generally adopted. 

Events Following the Suspension. 

It was expected that the inconvertible paper would become 
depreciated, but the support of the merchants and the bankers, 
together with the acceptance of the notes in payment of taxes, . 
kept them at par for some years. 

Owing to bad harvests in 1799 and 1800, the imports of coin 
were very large, and led to the export of specie to pay for them. 

From the year 1790 down to September, 1799, the market price 
of bullion had remained at about £3 17s. 9d. per ounce, and the 
£1 note at par ; but in June, 1800, the price of foreign gold rose 
to £4 5s. per ounce, and the foreign exchanges fell below par. 

By January, 1801, the price had risen to £4 6s., and the exchange 
with Hamburg had fallen to 14 per cent, below par. Even after 
allowing for cost of remitting specie, the exchange was still»7 per 
cent, against us. . 

Lord King's Law. 

It was about this period that Lord King’sJLaw was discovered. 
Although Lord King spread the truths yntairted* in this law, it 
is not, known who actually discovered it. The Law may be 
briefly enunciated thus— 

If a metallic and an inconvertible paper currency are circulating 
together, and the market price of bullion exceeds the Mint, price, 
while the foreign exchanges have fallen below Die specie point (i.e., 
the point at which it becomes'profitable Jo export specie ), the paper 1 
currency is depreciated, and the difference between the ntprHet 
and the Mint price of bullion is the Measure ofjhat depreciation. 

In spite flf the growing recognition of this great truth, no attempt 
was made to remove the cause of the depreciation. 

Peace .was mgd# with France in'March," 1802, andf the re4tri< 
tion was due to cease six months afterwards; bftt a Bill was 
passed in April, 1802, continuing the suspension until 1st March, 
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1803, for political reasons, in sjfite of the warnings o£ Lord King, 
Fox, and others. The adverse state of the e^change^ was even 
cited as a reason for continuing the restriction, , 

t 

Report “of the Committee on Irish (Jursency. 

The depreciation of the coinage and note issues in Ireland at 
this time was also the subject of inquiry by a special Parliamentary 
Committee. The exchange between England and Ireland had 
fallen considerably below par, causing great disturbance to trade 
in both countries. Moreover, in Ireland there were two prices for 
everything—a money price and a paper price—owing to the depre¬ 
ciation of paper. When the exchange was at par, £100 English 
money was equal to £108 6s. 8d. in Irish currency; but by 1804 
the exchange had fallen as low as £118. 

The Committee reported that the over-issue of notes by the 
£ank of Ireland had caused the depreciation in the notes, as 
measured by the premium on guineas, and by the state of the 
exchange, which had made it profitable to export full-weight 
silver coins to England, leaving only a worn and clipped coinage 
in circulation. 

Events Preceding the Bullion Report. 

In 1804, the scarcity of silver coinage caused the Bank to put 
silver dollars into circulation. 

In 1806, the loan of £3,000,000 made by the Bank to the 
Government became dqe, but was renewed at 3 per cent, until 
six months after the ratification of ;>eace. , 

The resumption of the war with Trance, and the issue of the 
Berlin decree, which was aimed at British commerce, led to a 
rise in the prices of all staple raw materials. The speculation in 
these product^, sptead to other markets, and the simultaneous 
.•'opening up of South .America to British trade led to the launching 
of numerous enterprises of the most speculative kind. 

The Bank,, instead of curbing, only encouraged the fever, and 
their discounts, which were about £3,000,000 in 1795; rose to 
£20,000,000 in 1810. At' the same time, the country was flooded 
with the notes of country banks which had sprung up. - 

The number of the banks had been reduced by failures in 1797 
to 270. By the year 1810 they had increased to 721, and their 
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total issues were estimated at £30,000,000, while those of the 
Bank df Borland amounted to £21,000,000. 

The effect of tht inflation on the prick of bullion may be judged 
from the following table 1 - r 


• 

• • 

- t _ 

Price of 
Standard Gold. 

Price of 
Silver. 

_*_ 

• "* 

Exchange with 
Hamburg. 

• * 

• 

i *■ d. 

s. d. 

s. d. 

January, 1805 .. 

4 0 0 

*5 4 

35 6 

October, 1805 .. .. 

4 0 0 

5 5 

33 9 

July, 1808 .. .. 

No quotation 

5 3 

34 9 

February, 1809 .. .. 

4 10 0 

5 3 

31 0 

May, 1809 . 

4 110 

5 5 

29 6 

January, 1810 .. .. 

No quotation 

5 7 

28 6 


While guineas fetched 26s. or 27s. in paper. 

Bullion Report, 1810. 

This state of affairs led to the appointment of the Bullion Com. 
mittee of 1810, whose famous report is rightly regarded as one of 
the most important in monetary history. 

The subject of the report was as follows— 

(1) The difference between the Mint price of gold (£3 17s *10Jd. 
per oz.) and the market.price (£4 10s. per oz.). 

(2) The fall in the foreign exchanges—that of Hamburg 9 per 

cent., and that of Paris 14 per cent. , * < 

(3) The recent rapid increase in bank not$g. 

(4) The disappearance of specie from circulation. ■* 

The* facts were generally admitted, but on them were based 

two opposing sets of opinions. >, 

One party maintained— 

1. (a) That the bank notes were depreciate^!. • 

(1) That the difference between the market prick and the Mint • 
price of gold bulliey»*was the measure t>f the depreciation. ' 

2. (a) That the extreme limit to cjllich the foreign exchanges 
could, by, the nature of things, fall, in any cas$ was' defined, and 
easily ascertained; and consisted of,the expense of freight, 
insurance, and sonje othenminute.causes., 

1 Macleod's theory and Practice of Banking, cap. JO, f 31. 

* Macleod, ibid., cap. 10, |{ 45-46. 
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(b) That in the then state of, the exchanges there was a very 
large excess of depression over and above that limit*, jvhfth was 
not attributed to any of these causes. 

(c) That this residual depression of-the foreign exchanges and 

the rise of thq market price above the Mint price, was caused by 
the excessive issues of bank notes in circulation. * • 

3. That* a diminution in the quantity of bank notes would 
increase the value of the domestic currency—would cause ‘the 
foreign exchanges to rise tb par, and the market price of gold to 
fall to the Mint price. 

« 4. That the directors of the Bank oi England ought to follow 

the same rules in the extent of their issues during the restriction 
qi cash payments, as they were obliged to do before, viz., by 
regulating them by the foreign exchanges. When the exchanges 
were favourable and flowing in, they might enlarge them, when the 
exchanges were adverse, they must contract them. 

The opposition (including the directors of the Bank), held to the 
following opinions— 

1. That the notes were not depreciated, but the price of specie 
had risen; and they denied even the existence of the premium 
on gold. 

2. That the depression of the foreign 'exchanges was entirely 
caused by the unfavourable balance of payments due to the 
foreign remittances during the war. 

3. No increase or diminution of notes would affect the foreign 
exchanges or the markef price of bullion. 

4. That, during the restriction, so/long as issues of not& were 
‘regulated by the demands of the public, they could not be 

over-issued. 

The’denial of the,existence of a premium on gold seems impos- 
• sible, until we remember that it was,a penal offence to sell guineas 
*for*more than 21s.; "and'thus there were no(, as had been the 
caie in Ireland, two price* ppenly quoted for everything (i.e., a 
money price 'and c a paper price). Moreover, the currency con¬ 
sisted almost solely of bopk paper and tokens. People would not 
give 5 dtvts* 3 grs. of ,gold far a £1 note when the latter was 
only worth j dwts. 8 grs., and so gold disappeared from 
circulation. * 
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The report of the committee supported the first set bf argu¬ 
ments,-ar^d'their findings may be summarised very briefly as 
follows— - , 

(1) The difference between the market and Mintprices of specie 
could not normally excesd 5$ per cent., and an ounce o^standard 
gold canid not fetch more than £3 17s. lOJd. in gdd coin unless 
the latter contained less than 1 oz. of gold. Since the suspension, 
pajjpr had become the measure of value ; and, measured in paper 
the value of gold was about £4 10s. jjer ounce. This difference 
was caused by the over-issue of paper, which, not being 
exportable, became depreciated in value. 

(2) The depression in the foreign exchanges was about 13 pel 
cent, over and above the expenses of transmitting specie, anc 
could only be accounted for by the state of the currency at homq, 

(3) The excess of the note issues was caused by the removal o; 
control consequent on suspension of payment. 

(4) It was highly important that the note issues should b< 
regulated, as before the restriction, byjhe state of the foreigr 
exchanges' and the market price of bullion; but it was almos 
beyond human power to regulate the issue of inconvertible papei 
on these principles to correspond with trade requirements, without 
injury to commerce. The precious metals were the only natura 
and safe regulators. » 

(5) To restore the balance between gold and paper by lowering 

the value of the metallic currency, as had been proposed, woftlc 
be a breach of public faith and a great evjl. * 

(6) The only safe and proper remedy »as a resumption of cast 

payments. \ 

The committee included so pie of the best known financia 
authorities of the day (outside the Court of Bank directors) 
including Mr. Horner, Mr. Huskisson, and Mr. Henry Thprnton 
wlto were the actual authors of the report. The latter was drawr 
up only after siftiqg the exhaustive awidcace of bank and otheS 
directors, general*merchant, and independent witnesses., Thi 
reception accorded to -it by Parliament is, therefore, the mori 
surprising, and is a perpetual warning oHhe danger of allowing i 
mere Parliamentary majority to override the considered opinion! 
of experts in>he" realm of finance. * * 

The repdft was presented to the House #f Coifimons in May 
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1811, by Mr, Horner, who moved the adoption of its principles in 
sixteen resolutions. After a prolonged debate of foui nights, the 
Bullion Committee and tlie sound currency party were defeated 
by the Ministry, whose interests were, of course, bcund up with 
those of f the Bank of England. Most ,of the resolutions were 
negatived without a division; and the last, ■viz.,' that c?,sh pay¬ 
ments ought to be resumed in two years’ time, was lost by 180 
votes to 45. The Restriction still dragged on. 

Soon afterwards, Lord Stanhope brought in and passed a Bill 
in the House of Lords, making it a misdemeanour to draw any 
distinction between guineas and notes when making payments. 
, In opposing this Bill, Lord Grenville, who/ with Pitt, had actually 
proposed the original restriction of cash payments, warned the 
Ministers that their financial policy, if pursued, must lead to 
disaster, and was analogous to the fatal over-issue of " Assignats ” 
in France. 

In consequence of the increased issues of notes, which were very 
profitable to the Bank, tl$ paper price of bullion continued to rise. 
In June, 1812, it was about £4 18s. per ounce, and in 1813 it 
reached its maximum of £5 10s., at which price the real value of 
the £1 note was 14s. 2d. 

The, high prices of com, due to failure of harvests, to stoppage 
of Continental supplies, and to the inflation caused by the over¬ 
issue of paper, led to vast land speculations. Country banks 
4 increased from 728 in 1811 to 940 in 1813, and their issues were 
estimSted at £25,000,000. 

The reopening of the .continental ports to trade in 1813, and 
the abundance of that year’s harvest, tf icked the bubble of specula¬ 
tion, which collapsed, strewing thje years 1814-17 with financial 
wreckage. During this period, eighty-nine count! y banks failed, 
and the country issues were reduced by about one-half. The 
contraction in curreifcy raised the value of the remainder, so that 
'fry October, 1816, the paper price oi gold was £3 18s. 6d,, and 
the, foreign exchanges became favourable until fhe following year, 
thuS vindicating the principles of the Bullion Report. 

After the restoration of peace in 1815, a partial resumption of 
, cash payments proVed so 'successful 1 , thjt the gold in the Bank, 
instead of*diminishing, actually increased, until In Qctober, 1817, 
it amounted tef nearly £12,000,000. ^ 
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The Bank then gave notice to redeem, if desired, all notes dated 
prior to> lsj January, 1817. ‘ 

Meanwhile, war had again broken out. Early in the same year, 
the taking up •of several largje foreign loans in England had caused 
the exchanges to fall, and the market price of gold agajp rose. 

The geld standard had been set up by the provisions of the 
Coinage Act of 1816, and in July, 1817, large issues of the new 
gold, coin were made. • * . 

All these events caused a drain of ggld from the Bank to the 
extent of £6,750,000. Simultaneously, the rate of interest on 
Exchequer bills was reduced, causing a foreign drain of gold in 1818. 

In spite of this, the Bank increased its loans to the Government 
from £20,000,000 to £28,000,000; and its issues of notes con¬ 
tinued unchecked, while the country issues had increased by 
two-thirds since 1816. 

In consequence of the continued drain of specie, of which 
£4,000,000 was said to have gone to the French Mint, in 1819 
_an emergency Act was passed, entirely suspending cash payments. 

Committees of inquiry were appointed by both Houses of 
Parliament. The evidence given before these Committees showed 
that the mercantile world, and many of the Bank's directors, 
were now as strong in support of the principles of the Bhllion 
Report as before they had been in opposition. 

As a result of the evidence given before the Committees, a Bill 
was passed, in 1819, providing, by gradual steps, for the complete 
resumption of cash payments not later thajj 1st May, 1823. A 
remarkable feature of this Bill was that both its iittrodudlrs—the 
Earl ofr Liverpool and Robert Peel—had previously voted against 
the Bullion Report. , 

Lord Liverpool, who introduced the Bill in the House of Lords, 
in a speech which is a model of clear reasoning based on .sound 
priifciples, said that the chief points in question ware— 

" (1) Jt was expedjjftit to return to some fixtd standard of value." 
" (2) Whether that standafd should Lie the ancient one. . * 

" (3) By what means this could be done.” , • 

The Act answered the second question, in the affirmative, this 
being the only method copsistept, with'good faith and ^common 
honesty. • It provided for the resumption of payment^by ordering 
the redemption (in ingots of bullion) of banks note# to the value 
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of not less than 60 oz. of gold at one time. The rate of exchanging 
notes for ingots was fixed at £4 Is. per ounce until* lft October, 
1820; £3 19s. 6d. until lst*May, 1821; £3 17s. tOJd. until 1st May, 
1823, after which date payments would be made in toin. 

The restrictions on trading in bullion and coin were also abolished, 
and almost simultaneously an Act was passdd strictly fwbidding 
any advances by the Bank to the Government without the express 
sanction 6f Parliament, thus putting an end to the abuses which 
had led up to the suspension of 1797. 

In 1821 there was such an accumulation of gold at the Bank 
of England that the directors felt themselves able to expedite 
matters; and an Act was passed enabling them to resume in May 
of that year, thus ending a period during which England experi¬ 
enced in full measure all the evils resulting from a depreciated, 
inconvertible paper currency, and the effects of which left their 
mark on trade during the next quarter of a century, and on 
currency literature for all time. 



CHAPTER XXYIII 

RISE AND DEVELOPMENT OF BANKING IN ENGLAND (ill) 

The IH|e of the Joint-Stock Banks. > ' 

The period following the resumption of cash payments is chiefly 
notable for the formation and rise of the great joint-stock banks, 
and the breaking *down of the monopoly of the Bank of England. 

In 1822, owing to the severe fall in the price of corn, which was 
due to over-production and large imports following a period ol 
high prices, pressure was brought to bear on the Government by 
country bankers and other gentlemen, on the plea that the note 
issues had been unduly contracted; and the Government was 
persuaded to pass a Bill allowing the country bankers to continue 
issuing £1 notes until the Bank charter expired in 1833. 

Meanwhile, they endeavoured, without success, to arrange with 
.the Bank of England for the formations! joint-stock banks on 
the Scotch system outside a radius of 65 miles from London, in 
order to strengthen the country issues, which in 1824 began to 
increase, and in 1825 were above the level of 1818. 

Crisis of 1825. 

In 1824 the struggle between Spain and her American Colonies 
was ended by the recognition of their independence, and the 
openjng up of immense fresh markets in Mexico and South America 
offered vast opportunities for the British expArt'trade,Tind for 
the investment of British cajjtal. As usual, traders were dazzled 
by the prospects of a short cut tp affluence', the public were again 
seized by a specdlative mania, and subscribed at absurd premiums 
for shares in enterprises of which they knew nothing. The 
speculative tendency was fostered and probably, .caused by an 
abnormally low ratejM interest. It waa the South Sea “ Bubble ” 
over again, but on this occasion thj phrase to conjure with, 
according to a contemporary, was the " mines pf Mexico,” .which 
presented to an excited public visions qj an Eldorado of wealth 
beyond the dreams of avasice. .Pyces rose all round. • 

The Million in Ae Bank was reduced from over 4,000,000 in 

January, 1864. to /11.600.000 in October oi the fame "year. A 
305 
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severe fall in the foreign exchanges had also taken place; but, 
instead of contracting their issues, the Bank diredtcfs ■actually 
increased them in October* 1824, over £2,000,060, thus supporting 
the inflation, ajid hastening the drain,of bullion, which continued 
with inci^ased severity until the middle «f December, 1825, when 
it reached it^ lowest ebb at about £1,000,000. «« 

The country bankers also increased their liabilities by reckless 
advances‘and issues of notes. The inflation reached its height 
about May, 1825, after vjhich there was a pause, and then the 
crash came. Prices fell even faster than they had risen. The 
loans to the South American States and the Mexican mining 
i companies were almost total losses The Bank made violent 
efforts to contract its issues, and the country banks husbanded 
their resources in view of impending trouble, and replaced the drain 
of gold from the Bank by an internal one to provide for their 
obligations. So great was the destruction of credit, that the 
country was said to be “ within twenty-four hours of a state of 
barter." 

By the autumn, symptoms of a monetary crisis were evident. 
Several country banks failed in November, and on 3rd December, 
Pole & Co., an important banking house, stopped payment, 
bringing down a number of country banks with them, and causing 
a general “ run ” on the London banks. • 

From 12th to 17th December the crisis was at its height. By 
thfe 13th thf exchanges had turned in our favour ; on the 14th the 
Bank* found it safe tcoadopt the expansive principle, and advanced 
huge stfms on • all kinds of paper to allay the panic. Relief 
was almost instantaneous, and in Ljtidon by the 16th th?’worst 
was over. Between December Vfth and 17th the Bank issued 
over £5,000,000 of notes. In the country the demand was still 
great, <ind was satisfied by the despatch of a quantity of £1 notes, 
which stopped the ‘'run.” By t^e {>eginning of 1826 the banking 
•Crisis was over, but dturing*its continuance setyral London bankers 
and seventy-six in the provinces failed, while many more were 
dissolved. 

Committee of Snquify, 1826! , 

An'inquiry was held in 1826 into the causes of >the crisis, and 
the English banking system came in for much severe criticism. 
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The Bapk of^ England was blamed for increasing its issues while 
gold was bfing exported, and for not expanding them early enough 
■* in the crisis yhen the foreign drain had ceased. The numerous 
failures among country barfks, causing such distress, led to the 
passing of an Ac* in J826 prohibiting the issue of notes under £5. 

In 1$& an Act was passed prohibiting the circulation of Scotch 
and Irish notes in England for sums under £5. , t 

Country Bankers' Act, 1826. • 

Following the lead of Lord Liverpool and Robert Peel, who 
clearly saw that the multiplication of small banks was due largely 
to the evil of the Bank's monopoly, the “ Country Bankers’ Act 
of 1826 ” was passed, providing for the formation of joint-stock 
banks outside a radius of 65 miles from London. They were, ot 
course, permitted to issue notes, and the liability of the share¬ 
holders was still unlimited; but for the first time the public 
officers of such banks could sue or be sued—a first step towards 
"incorporation. 

Curiously enough there was no eagerness to take advantage of 
the new Act. In the first three years only eleven banking com¬ 
panies were formed, of which some were transfers of old private 
banks. The Lancaster Banking Co. had the honour of being the 
first English joint-stock bank other than the Bank of England. 
The Huddersfield Banking Co. and Stuckey's Banking Co. both 
appeared in 1826, and the National Provincial Bank M England 
in 1833, thirty-four being formed in the firft jevpn yeaafter 
which ^they increased more\rapidly. As regards banks formed 
prior to 1844, this Act is stiM in force. 

In 1827 the Bank officially addpted the principles of the Bullion 
Report regarding its issues, which had been emphasised by Sir 
F. Baring and by Mr. Horner; in future thi issues were'to be 
regulated by the sta(,e of the* foreign exchanges and the bullion^ ‘ 
marketi while their*£im would be to keep a stock of bullion equjl 
to one-half the amount <jf their securities. t *• 

Renewed of the Bank’s Charter,, 1833* 

, • 

In 183? an Act was passed (l)Yeftewing the Bank’s Charter until 

twelve months’ notice from 1844, and the t repayment of the 
Government debtj (2) .making bank notes legal tender, except at 
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the Bank or its branches; (3) granting the Bank the sole monopoly, 
as a corporation, of issuing bills or notes on demand y.ith'in a 65- 
mile radius of London ; (4) to remove any doubt on the subject, ... 
the right of forming any banking company within the 65-mile 
radius Whs expressly permitted, provided it did pot issue notes. 

There were also provisions regarding the managerfifent and 
repayment of the Government debt. 

Crisis of 1837. 

In 1837 there was another crisis due to speculation in foreign 
loans and railway extension. It was preceded, as usual, by an 
abnormally low rate of interest, and aggravated by a large 
American demand for specie for currency, for which' purpose a 
"arge amount of American paper had been placed with the joint- 
stock banks. These banks had re-discounted or borrowed on 
most of it, causing an abnormal inflation of credit. Several banks 
received support from the Bank of England, but the disturbance 
to trade was not serious’ enough to be deemed a panic. The crisis 
was most severely felt in Ireland, where, however, a general “ run ” 
on the banks had been well provided for. 

Further Legislation. 

In 1838 a statute was passed enabling joint-stock banks to sue 
or be sued by any of their shareholders. 

Iij 1844,'owing to the failure of several joint-stock banks through 
mismanagement, an* Act was passed for their constitution and 
regulation. It provided (inter alia) for their formation only under 
letters patent from the Crown, with,unlimited liability still attach¬ 
ing. Their capital was not to be less than £100,000, of which 
one-half was to be paid up before commencement of business, 
and a monthly statement of their assets and liabilities had to be 
uublished. Tile restrictions were so onerous, that joint-stock 
irfterprise was nearly killed, and only one new joint-stock bank 
Athe City Bank—was forTbed between 1845 and 1860. The Act 
vas repealed in 1357. 

The Bank Charter Act.of 1844 is referred to elsewhere. It was 
lesigned to, secure the convertibility of the note issues and to 
jrevent a recurrence of financial crises. The bhief effect on 
janking'in general was the prevention of the formation of any 
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fresh bank of issue in the United Kingdom, but it fortunately 
left unregutafed the receiving of deposits and the method of their 
. employment as a source of profit, whiiih are now regarded as a 
banker’s chief functions. » > 

The Joint-Stock Banking Companies Act of 1857 brought banks 
within *tTie scope of the Companies Act of the previous year 
(except that liability was still unlimited), and raised the maximum 
nunfber of partners in a private bank from six to ten. 

In 1858, for the first time, the principle of limited liability was 
permitted to banks, owing to the serious failures among joint-stock 
institutions in the crisis of 1857, chiefly due to inflation of credit 
and re-discounting. Liability as regards note issues still remained 
unlimited, and shares were not to be less than £100 each (this 
limit' was removed in 1862). Owing to the prejudice existing al 
that time against any limitation of the liability on bank shares, 
and the unwillingness of the existing banks to change their con¬ 
stitution, the Act was practically ignored for many years. After 
• 1862 most of the new banks were incorporated under the Com¬ 
panies Act of that year, which simplified the constitution and 
formation of all companies. 

In 1866 the statute known as Leeman’s Act was passed ( with 
the object of preventing “ bear ” speculations in bank shares. 
It requires the specific numbers of all shares to be inserted in all 
contracts for sale of bank shares; but, although the Act is practi¬ 
cally a dead letter, it would probably be revived if the practice 
ever>reached any magnitude. ’ _ 

The failure of the City of Glasgow Bank' in 1878 for £12,500,000 
caused such widespread misery and ruin among its shareholders, 
whose liability t was unlimited, that shareholders in the old 
unlimited liability banks began to realise their position and to 
agitate for a limit to be imposed. Further legislation wft pro¬ 
vided by the “ Reserve Liability Act of 1879." by Much unlimited 
companies which -.registered, as limited, as well as companies 
originally limited, were empowered tC'Create a reserve liability for 
creditors? only to be called up in the event of winding-up. 
Unlimited liability in respect > of note ; slues was preserved and 
other regulations imposed.’ ■ • i ■> , 

The Act was"’ not at first popular with bank directors, but pres¬ 
sure of the shareholders induced several of the leading London 
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banks to adopt its provision#. Most of the joinj-stock banks 
followed, and the step proved advantageous by enabllhg wealthy 
and influential people, wfio had shrunk from risking their whole • 
fortunes, to purchase an interest in these undertakings. By the 
end of 1$83 there were only nine banks with, unlimited liability. 

The bulk of the private banks are still, however, firilimited, 
although_ some pf them, such as Messrs. Glyn, Mills, Currie & Co. 
and Messrs. Coutts & Co., are incorporated as private companies 
with unlimited liability. 1 Since the Baring crisis of 1890, most 
of the leading private banks have found it advisable to publish 
their accounts, although the omission of the Profit and Loss 
Account deprives these of much of their interest. Since 1890 the 
leading clearing banks have also published a monthly statement 
of their position. 

To the joint-stock banks the Acts of 1833 and 1844 were almost 
blessings in disguise. They were forced to concentrate their efforts 
on the accumulation of deposit capital and its distribution, subject 
to proper restriction, where it was most needed. The growth of 
deposit banking in the nineteenth century, unhampered by 
unnecessary legislation, has been phenomenal". 

■tecSnt Developments. 

The last few decades have been remarkable for the absorption 
if the country banks by the large joint-stock institutions, and by 
imalgamaffon among the latter. This has led to the increased 
:oncepjration <jf theSoanking capital of the kingdom in the hands 
if a few strong institutions, which /has always been the feature 
if banking in Scotland, where itz-was allowed to develop on 
latural lines from the very fir ft. Banking authorities are not 
igreed as to whether this amalgamation is in the best interests 
if the v ‘community.! , 

Towards the* end pf 1917, three* fresh banking amalgamations 
z t ere carried out, namely, the National Provincial Bank of England 
«th*the Union of London‘and Smith’s, the London and Provincial 
nth {he London dhd South Western, and the London C&unty and 
Yestminster with* Parr*s» In the early part of 1918 a similar 
iroject vas»effected between tfte" London City* and Midjand and 
he London Joint Stock Bank. 



CHAPTER XXIX 


THE LONDON STOCK EXCHANGE 

History and Constitution. 

The LMdon Stock Exchange came into being at the end of the 
seventeenth century, about the same time as the Bank of England. 
It will be remembered that the proceeds of the earljf issues of 
Bank stock were* lent to the Government, and formed the nucleus 
of the National Debt, and so a class of persons sprang up, known as 
“ stockbrokers ” and “ stockjobbers,” to meet the needs of those 
who wished to buy or sell this stock. For a long time anyone' 
might act in this capacity, and during the South Sea bubble in 1720 
peojile of the most incongruous professions acted as brokers anti 
jobbers. For a few years these brokers and jobbers met in a portion 
of the Royal Exchange, then for three years of the eighteenth cen¬ 
tury in Change Alley. All this time the “ Stock Exchange " was 
• carried on in the open air or in coffee-houses. 

In 1773 it was found desirable to meet in a building, and one 
was taken at the corner of the Royal Exchange and Threadneedle 
Street. Anyone was admitted as a " member ” on payment of 6d. 
This only lasted a quarter of a century, and since 1802 the*Stock 
Exchange has occupied Its present quarters in Capel Court, which 
consist roughly of a triangular building of which very little fronts 
the street (owing to the offices which surround it), bounded ty 
Bartholomew Lane, Throgmorton Street, Tfereadneedle Street and 
Old Broad Street. * * * 

At the same time the Storjc Exchange became a separate body 
gbvemed by its own rules. At ithe present time it is a corporate ' 
body, under the' dual control of the Managers, representing the 
proprietors, and the Committee, representing ^he members? For¬ 
merly, although every proprietor had to be a member, every member 
was ndt necessarily <a proprietor. Nowt every member must hbkf 
at least one share and the qualification $ for admission to membership 
have bean made more stringent. The rules of the Sfock Exthange 
are drawn up and rigorously administered by the Committee. 

Members are o{ two kinds, -brokers apd jobbers 0 (or, dealers). 
The broker acts as the intermediary between the public and the 
jobber, who specialises, in certain shocks and provides a '“market ” 
311 
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in them. These functions are ngw rigidly separated, and a member 
cannot act in both capacities. 1 ' o 

The only persons admitted to the Stock Exchange are the mem- . 
bers and their • authorised clerks," who have been granted specific 
authority to make bargains on behalf of'their principals, 

* * a « 

History of an Actual Purchase. 

U is impossible in a brief space to deal adequately with 0 the 
manifold activities of tlje Stock Exchange, and perhaps the 
history of an actual transaction will create the most reliable and 
lasting impressions. 

We will suppose that on July 3rd, 19.., Mr. John Brown of 
Brighton, instructs his brokers in London, Messrs. Smith, Graham & 
Go. (members of the Stock Exchange), to purchase £1,000 London and 
North Western Railway Ordinary Stock at “ best ” (i.e., without a 
maximum limit of price). On July 4th, on receipt of the order, one 
of the brokers, or his authorised clerk, on arrival at the Stock 
Exchange, which is informally divided into recognised “ markets," . 
goes to a jobber (of the firm of Messrs. North, Pole & Co.) in the 
Home Railway Market, and asks him to " make a price " in London 
and North Western Railway Ordinary (known briefly as " Brums ”) 
without, of course, indicating whether he is a buyer or a seller. The 
jobber quotes him 132—132J, i.e., he will buy from the broker at 
the lower and sell to him at the higher price. The broker is not 
satisfied and as ks for a closer price, and if the market is active the 
jobber may quote hqn 132J—132f. Having “ made " a price 4 the 
jobbeifift the absence of, any stipulation to the contrary, is bound to 
deal up to £1,000 on these terms. The broker says, " I buy one 
i.e,, one thousand pouiids stock) at *132|,” and the transaction is 
entered by both parties in their dealing books.’ No contract is 
signedby the principals, but on the following morning the brokers’ 
and jobbers’ clerks'meet in the basement of the Stock Exchange 
‘and check all bargain of the previous day. 

<The broker may, if he chooses, “ mafk ” the bargain, i.e., he enters 
ft on a slip of papep and puts"it in a box, thus ensuring that it shall 
appear in the column provided for " Business done," in the Stock 
Exchange Daily Official List, wjiich contains the official prices and 
othef information regarding every stock admitted bjuthe Committee 
to an official “quotation. This practice of " marking,’' however, , 
is somewhat neglected. 
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The difference in the two prices quoted by the jobber nominally 
represents bis " turn ” or profit for making a market, but unless a 
run of buying is expected, the jobber more often than not has to 
obtain the stock from some Selling broker or anoth* jobber in the 
same market. IS in tjie meanwhile the stock has risen he will lose a 
portion*o! his turn, or perhaps sustain a loss. If it falls, his profit is 
increased. , 

Tile bargains are, of course, properly recorded later in the day at 
the offices of the two principals. The Mfoker makes out and signs 
a contract note which he sends to his client. 


Form of Contract Note 


795 Old Broad Street, 
London, E.C. 

4/A July, 19... 


Bought for Account of JOHN BROWN, Esg. 

I ^ 1,000 London and North Western Railway 

Ordinary Stock @ 132| . 

Commission @ J per cent. 

Contract Stamp .. .. * . 

Government stamp and Company’s fee 


Contract 
i Stamp, 
¥■ 


£ *• d. 

1323 IS 0 
6 12 6 
3 0 
8 17 6 


E. 


,£1337 8 0 

& O. E. (Signed) Smith, Graham & Co., 11 ■ ■— 

Members of the Stock Exchange. • 

Subject to the Rules and Regulations of the London Stock 
Exchange. For settlement July 12th. Country cheques three days 
earlier. 


In the above "bought note” £1,000 represents the," nomin&l 
value ” of the stock, and £1,323 15s. Od. its “ market value." 
The broker’s commission is known as " bjoicerage.*’ ■“* 

Mr. .John Brown has thus to provide his brokers with the sum of 
£1,337 8s. Od. on or before settling day, Jdly 12th. 

• 

The Settlement. 1 

The settlement in most stocks and shares takes place twice a 
month and is divide^ into tlfred partSj extending usuallv over 
four days. • * • 

(1) Mining Contango, pr Carry-over* Day. 

(2) General „ 

(3) Ticket or Name Day. 

(4) Settling or Pay Day.* 

1 During th» war it was ordained that all transactions should be.for cash, 
{.<„ immediate payment, fortnightly settlements being abolished temporarily, 
Tbit regulation is still in forge (19$p). 
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There are three other kinds of Settlement— 

(1) Consols Settlement. 

(2) Special Settlements. 

(3) Settlemehts for “ cash,” i.e., irrftnediate settlement. 

The first trikes place at the beginning of every month, when 
all bargains in Consols, and other Government and allied stocks, 
which h^ve not been dealt in " for cash,” i.e., for immediate 
settlement, are settled. 

A " Special Settlement ** is fixed by the Stock Exchange Com¬ 
mittee for the first settlement in stocks or shares which have been 
. recently issued. 

To return to our client, as he is an ordinary investor and is 
prepared to pay for his stock, we will ignore Contango Day for the 
present. 

On the day before Settling-day, i.e., Ticket-day, all the names of 
persons who have bought stock, together with particulars of the 
amount, price, etc., are " passed,” and ultimately reach the brokers 
whose client has sold the stock. 

This is done on July 11th by means of a " ticket ” which is made 
out by Smith, Graham & Co. as follows— 

<. Form of Ticket 

No. 1746 Pay @ 132| Consideration .. ..£1323 15 0 

Stamp#. 6 15 0 

c If this Ticket be divided, insert its £1330 10 0 

t * number and the name of Party dividing n < . . 

it, or the new Ticket will not be paid 
^ v for. 

£1,000 Brum @*132f 

To John Brown, 0 

of 1054, Marine Paradq Brighton, 

Gentleman. 

Given to North, Pole & Co., 

11th July, 1912. Smith, Graham & Co., 

* of 795 Old Broad Street, E.C. 

* ' PAY. 

‘ <>As the Government stamps are paid by the buyer, and the selling 
broker gets the transfer stamped, the amount of £6 15s. Od. is 
inserted above. , ' v 

The difference between the amount on the ticket and fhat on the 
•contract note is £6 18s. \)d. made'up <jf (a) £6 12s. 6d. brokerage, 
which tie bVoker retains, and (l) contract stamj) 3s. and oompany’s 
fee 2s. 3d. * <• 

The ticke^ is handed on July 1 lth v at the Stock Exchange clearing 
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house, to our jobbers, North, Pole & Co.' If they have the stock, they 
keep thb tifklt, and ultimately hand it with the certificate and signed 
. transfer to Smith,‘Graham & Co., who pay them the amount of 
the ticket, by a cheque on a .Town Clearing bank. , 

If they have bought the stock from another jobber, they hand 
the tickat to his cleric after placing their name on thl back, and so 
the ticket goes on until it reaches Messrs. Jones Brothers, the 
brokers who have sold the stock on behalf of their client, Charles 
Robinson. If tlfere are two selling bsokers with £500 each the 
ticket is " divided " accordingly and fresh tickets made out. In 
practice, the operations in most active stocks arc simplified by the 
use of clearing sheets, whereby buying and selling transactions for * 
similar amounts are " cancelled out," and the buying and selling 
brokers are readily brought into contact with each other, thus 
avoiding much unnecessary passing of tickets. If any broker who 
has sold stock has not received a ticket by 2.30 on ticket-day, he 
has the power of " selling-out ” the stock in question through the 
, official broker to any person who makes • bid for it, the loss being 
borne by the person who fails to deliver the ticket. 

Jones Brothers, the selling brokers, fill in a common form of 
transfer and send it to their client for signature and attestation, 
signature in the presence of a witness. * 

Abridged Form of Transfer 
I, Charles Robinson, of 965 Maida Vale, 
London, W., Merchant, hereinafter callejl the 
transferor, in consideration of the sum of * One 
thousand three hundled and twenty-three 
pounds fifteen shillings paid to me by 
John Brown,< 

of J054 Marine Parade, Brighton, 

t Gentleman, 
hereinafter called the transferee,.do hereby sell, assign, etc., unt 
the said transferee, Jiis executors, assign?, etc., all the One thousih 
pounds Ordinary Stock of and in t fhe undertaking called th 
London and North Western Railway, etc., etc. • * • 

, Dajedthe July, 19... 

1 By the Finance 4ct, 1920,*the stamp duty cm transfers in doubled ■ ij 
£1 per £190. 

' N.B.—TRis amount called the " consideration ”, is usiAlly that paid b 
the buyer, and seldom agrees with the amount actually handed to the seller. 

* . * * * • * 


1 Imprated 
fjovennunt 
| Stamp, 
j £6 13 *. 

I • 
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On receipt of the transfer executed by their client, Messrs. Jones 
Brothers send him a cheque for the amount of the sold contract- 
note. They also hand the signed transfer and certificate to the 
brokers named on the ticket,Smith,praham & Co., who pay them 
the amount of the ticket. • 

If the £l,0tX) stock formed part of a larger certificate, Jones 
Brothers would first send the certificate and signed transfer or 
transfers, to the Railway Company, who would keep the certificate, 
fill in the form of certification on the transfer, and return the " cer¬ 
tified transfer ” which is then a " good delivery,” complete 
and regular as to form. Jones Brothers are allowed ten days of 
grace from settling-day in which to deliver registered securities 
which they have sold, and if the stock in question is not forthcoming 
by July 22nd, which is known as " buying-in day,” Smith, Graham 
& Co., can if they wish, or if their client is pressing for delivery, 
instruct the official broker to buy-in a similar amount of stock at 
the price of the day. Any loss will fall on Jones Brothers or their 
client. The practices of " buying-in ” and " selling-out " are. 
perhaps, more honoured in the breach than in the observance. 

Smith, Graham & Co. now send the transfer to John Brown for 
signature and attestation. On its return, they forward it, with the 
certificate (if necessary) to the Secretary of the Railway Company. 
The latter sends a formal notice of the teceipt of transfer to the 
seller, which is done to prevent forgery or fraud, the old certificate 
is'cancelled, a fresh one issued in the name of John Brown, and sent 
to his brokers, who fprward it to their client. The transaction is 
complete. ' „ 

In the above transaction, settling-day does not appear to play a 
very important part. ’The othep payments to be made consist 
chiefly of adjustments and differences between the intermediate 
jobbers 

However, a If rge proportion of the bargains are not in registered 
‘stocks and shares, but in-'bearer bonds, bearer shares and scrip. 
These pass from hand to hand withoht any formalities of transfer 
and must be delivered and paid for on settling-day. These bearer 
securities usually have sheets of ” coupons ” attached, which are 
small bearer warrants for the payment, of interest at fixed dates, 
or of dividends at advertised dates, payable at some bank' or other 
financial house. 
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The shares of most American railroads and certain other com¬ 
panies *r^ ty custom, treated as' being " to bearer." They are 
made out to a registered holder, usually a well-known financial 
firm, who has signed in blank the printed form of assignment on the 
back. The holder can at any time, if he wishes, fill in his name as 
transferee, and send’the certificate to America for registration. If 
he does not, the dividends (if any) are sent to the registered holders. 
Shajes registered in well-known names are more marketable and so 
most people prefer not to have them Registered, but to claim the 
dividends from the registered holder who makes a small charge 
for his trouble. 

There is still another form of security, i.e., inscribed stock. In this* 
case the evidence of title of the stock-holder is the entry in the books 
of the institution which keeps the stock register, e.g., the Bank «f 
England, in the case of British Government stocks. Transfer is 
effected by means of attendance of the stock-holder in person (or 
by his attorney on his behalf) who transfers the stock into the 
purchaser’s name by signing the form <4 transfer prepared in the 
books. 

Most of the transactions in inscribed stocks (which include most 
of the British, Indian, Australian, and Colonial Government stocks 
which are not" to bearer ") are not done for the ordinary settlement 
at all, but may be either for the so-called " Consols Settlement " 
at the beginning of each month, or for cash, t.c., immediate delivery. 

The Carry-over. 1 

Hitherto we have assumed that Mr. John Brqjvn.was an aidinary 
investor and wished to take up and hold his^tqck. But he may have 
had a ” tip " that the forthcoming dividend on " Brums " was 
likely to exceed market expectaflons, and wanted a little " flutter," 
Being short of ready cash, he intimates to his broker when buying, 
that if by contango-day (July 10th) the price has not risen t8 expec¬ 
tations, he will want Jo " carry-oter" the basgain, Sr other words h| 
is a " Dull.” Henctf.'when the contract note is sent, the Government 
stamp and company’s fge will be omitted. If by July 9th the* price 
rises say*to 136 and Brown sells out, the broker! send him a cheque 
for the difference and the transaction i» Complete. 

If, however^ he wishes to 'cahy-over*, Smith, Graham & Co. 
must find someone to take up the stock in ( place»of tljeir client. 

1 See note at foot of p. 313. 
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They may euner arrange the matter with the jobbers, North, Pole & 
Co., or with one of the firms known as " money bfolfers,” who 
have large resources of their own or their clients, and make a 
practice of lending on Contango at ai], attractive rate of interest. 
This rate, which varies according to the class of stock, and the 
demand for carry-over facilities, is known as the “ Contangs-rate,” 
and the persons paying the rate are known as the “ givers-on." 

The peicons Who lend the money and take up the stock^are 
known as the " takers-in." u They agree to take-iif, or buy, so much 
stock at the " making-up price," which is based on the middle price 
ruling at 12 o'clock on Contango-day, and to re-sell it to the 
•" givers-on " at the same price for the following settlement. 

Suppose themaking-up price on July 10th is only 131 (i.e., £1,310 
far the £1,000 stock) the client has to pay the difference of £13 -15s. 
in price, plus brokerage and contract stamps, and interest for fourteen 
days at the Contango-rate (say) 5 per cent. 

A special contract note is sent to him as follows— 

705 Old Broad Street, 

London, E.C. 

10th July, 19... 


Continued for Account of JOHN BROWN, Esq. 

From 12th July Account to 26th July Account. 

Dr. 


£1000 

L. & N. W. Rly. 





£1000 

L.*& N. W. Rly. 






Ordy. Stock 

131 

1310 

0 

0 

Ordy. Stock .. 

131 

1310 

0 

0 








Contract Stamp 



3 

0 








Int. for 14 days 


2 

10 

3 


Contract 

A. Stamp 






@ 5 % 


1312 

13 

3 


(Signed) Smith, Graham & Co., tr 

1 Members of tht London Stock Exchange. 

Subject to the Rulei and Regulations of the London Stock 
E. & O. E. Exchange. 

We \pll assume that the money brokers, Isaac Goldberg & Co., 
are the " takersjin." They make, out the ticket, and in place‘of 
John Brown's name they insert the name of,the person aotually 
taking up the stock, i.e., either their bwn or their client's, or very 
probably that<of tjieir bankers, who play an important part in 
" financing the account." The ticket is passed successively to 
Smith, Graham & to., North, P,pl$ & Co. and eventually reaches 
Jones'Brothers who receive payment from Isaac Goldberg & Co. 

If by July 24th Brown still wishes to carry-over, the transaction is 
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repeated at the new maKing-up pnce on mat date, and so on, until 
the stock is sttd, or taken up, by him. 

The " bulls " are not the only speculators, however. There are 
the " bears," who are person who have sold stock .which they do 
not possess, in the hope*of the price falling sufficiently *o admit 
of a prcffi* on re-purcKase. If by Contango-day the stock has been 
bought-back, the transaction is at an end and the client pays or 
receives a cheque for the difference. If the bargain'is to We carried- 
over, the broker iftust endeavour to borrow the stock for his client, 
who has usually to pay a charge for the privilege, called " back¬ 
wardation,” in addition to paying or receiving any difference in 
price between the price at which he sold and the making-up price. 
The broker sends him a continuation contract similar to the one in 
the ‘‘bull" transaction but with the Dr. and Cr. sides reversed. • 

Sometimes the " bulls" and " bears ” of a certain stock are 
about even, in which case there may be no backwardation, or the 
" bulls " may predominate, and the “ bear ” may even receive the 
•contango rate from the " bull.” 

The concerted action of bulls to “ corner ” a certain stock is 
called a " rig.” This is a less dangerous practice than over-selling 
by the bears, as the supply of money to accommodate bulls is not so 
likely to fail as the supply of stocks for bears, especially in a lifhited 
market, when what is ktiown as a " bear squeeze ” takes place 
and the " bears ” are relieved, at exorbitant prices, of theii 
obligations to deliver. 

Other Speculative Operations. 

A speculator may limit his possible loss by means of an " option.” 
There are three kinds of options,,the " put, 1 ’ the “ call,” and the 
“ put and call,” which is a double option. 

The operator pays a certain sum for the privilege of felling 
(” putting ”) or buying (" caHjng”) certain shares for a certain 
period at the price puling when the optical is purchased. Thus an 
26th June, 1912, the price of Rand tyMnes shares was 6iV -Tbl 
price of single options in' those shares was 4s. (id. tef end oh Sep¬ 
tember, e.g., by payment of *£22 10s. Od.^persqn could purchase 
the right of buying, 100 Rand Mine* shares, at any time before the 
end of September at the price of 6iV. If the shares rose more than 
4s. 6d. he would exercise his " call" and take them up Sr re-sell 
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at a prom. Conversely with the "puf” The "put and call” 
is double the single option. ' ~ „ ' 

There are also operators in arbitrage dealings, i.e., those who 
profit by temporary differences between the quotations for the 
same stock on different exchanges. This practice is most common 
between LonHon and New York. For instance, if Eriet. Railroad 
shares are obtainable at the equivalent of 34$ in New York and can 
beeold in‘Londdn for 34 J, an arbitrageur may cable an order toiNew 
York, to buy 1,000 shares ^nd sell them in London. 

Then there are " stags ” who are " premium-hunters.” They 
apply, by paying a deposit, for stocks and shares which are offered 
for subscription at more or less attractive prices, in the hope that 
when they receive an allotment of stock {in the shape of an " Allot¬ 
ment Letter ”) they may sell at a " premium ” i.e., above the issue- 
price. Unless they are able to sell " for cash,” the bargain will 
be for the special settlement, perhaps two or three months hence. 
In the meantime, they have to pay any instalments that may fall 
due. 

Conclusion. 

Finally, as to the responsibility of the broker or jobber. He alone 
is responsible for any bargain he may enter into, and whether he 
has made unfortunate speculations on his own account, or whether 
another member or a client has played him false, any failure to meet 
his engagements at the settlement will result in his being ” ham¬ 
mered," i.e., one of }he " waiters ” (or attendants) at the Stock 
Exchange makes three yaps with a hammer upon his desk, in order 
to command silence, and the name of the defaulter is announced. 
He forthwith ceases to be a member, and his affairs are wound up 
by the Official Assignee. 

A brief reference to provincial exchanges is perhaps necessary. 
These are established in many of the principal cities of the United 
Kingdom. Except as regards their own specialities, dealings in 
ijfocks are apt to be rather epe-sided, e.g., stock sold in the provinces 
finds "its purchaser in London. There Is constant inter-relation 
between the exchanges, and London,' and most of the provincial 
brokers have their agents on the. London Stock Exchange, which 
thus acts as'the great Clearing House for most of the transactions in 
stocks ahd shares throughout the United Kingdom. 
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CHAPTER XXX 

HEAD OFFICE BOOK-KEEPING 

Bank book-keeping does not differ in its main principles fror 
ordinary commercial accounting, but in the matter of detail ther 
is considerable variation. This is chiefly due to the enormou 
number of individual transactions to be dealt with which 
renders necessary the extensive use of subsidiary registers and 
ledgers. 

In no two banks are the systems of book-keeping identical, but, 
.still, there is such a similarity in the aoeounts of all banks, that 
anyone who is thoroughly familiar with the system pursued by 
one will have little difficulty in understanding the book-keeping 
of any other. 

The system of book-keeping here described is not, however? tha 
practised by any one bank, but is so modelled as to embrace, a 
far as possible, the different classes of accounts kept by banker 
in general. > 

A% there are many points in connection with bank book-keepin) 
dealt with in other sections of this bopk, the/ are not her' 
repeated, but reference is made to them in the text as occasion arises 

The Head Office. 

In every large bank organised on up-to-date lines, th% Heai 
Office is a department quite distinct from tSe principal brand 
with which, however* in the minds of the public it is common! 
confused, as both are generally located* in the same building, | 

The Head Office, as properly understood, controls and super 
vises the branches; deals 'with applicatjpns fjr advances mad 
by customers; fixes the sates to.be charged on loans and bills 
and to Be allowed on deposits, and acts as clearing-agent for a! 
inter-branch transactions. It also finances* the branches, am 
> 321 




322 


PRymCAL .BANKIN^ 

manages the surplus funds of the bahk, making investments, 
purchasing bills, and advancing money to bill-brokfls «anfl stock¬ 
brokers at call and short itotice. The functions of the Head Office 
largely centre jn the General Manager or Board of Directors. 

Proprietors' Capital. 

The book-keeping of the Head Office is of a comparatively simple 
nature, in ordtr to give a dear idea of its working, we will^up- 
pose the bank to be newly started, and that the capital has been 
issued and the stock or shares allotted. Capital Account, in what 
is known as the Private Ledger, will be credited and Cash Account 
debited. Subsidiary to this ledger will be the Stock or Share 
Ledger, in which accounts are kept for each proprietor or share¬ 
holder. (For a description of the manner in which the accounts 
are posted, see page 347.) 

In order to transfer the cash received to the principal (or any) 
branch, Head Office will debit Branches Account in the Private 
Ledger and credit Cash.Account (thus closing it). The branch 
receiving the cash will debit Cash Account and credit Head 
Office Account. 

Investments. 

When the Head Office wishes to invest'its surplus funds, it does 
so through the principal branch. A stockbroker is instructed 
to purchase certain Government Stocks, or Railway Debenture 
Stocks, etc., and wheij he has done so, the principal branch debits 
Head^Office ‘Account and credits Cash (or the stockbroker’s 
account). The Head _ Office responds by crediting Branches 
Account and, at the same time, r it debits Investments Account 
in the Private Ledger. 

Deta'ls of all the bank’s investments are kept in the Invest¬ 
ments Ledgei, which is subsidiary to the Private Ledger. 
*lt* is commonly ruled* as shown on *Wye following” page. 
When a bank invests in, S^y, Government Stock, what is really 
boughs is a certain amount of stock and the dividend thereon 
to date (except, pf covrse, when ( the stock is bought ex div.}. 
In order v therefore, to show tha enact state of jiff airs, the accrued 
interkt must be calculated and debited to IncomS from Invest¬ 
ments AtcouNT, while the Investment Account is debited only 
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with the true value of the stock. When the dividend is received, 
it is credited to Income from Investments AccotftJT, which 
then shows the actual dividend earned since the stock was 
purchased. • 

Interest on the investments is received through the principal 
branch, whicli, on receipt, credits it to Head Office Account. 
The Head Office debits Branches Account and credits Income' 
from Investments. (Set Dividends' Column on p. 323.) 11 

Half-year Adjustment of Income from Investments. 

(See " Profit and Loss Accounts," page 370.) 

The Private Ledger also contains the Reserves, and Bank 
Premises Account, and the General Profit and Loss Account. 

The Reserve is created by debiting Profit and Loss and 
crediting Reserve. 

A Journal is kept by the Head Office, through which are passed 
all entries affecting the Private Ledger. 

It has been shown that when the Head Office finances the 
branches, it debits Branches Account. The branches use the 
funds, or part of them, in making loans. On the asset side of 
the branches’ Balance Sheet (taking them as a whole), cash is 
reduced by the amount of the loans, and the latter stand in the 
place *of cash as an asset. So far, there are no liabilities. The 
assets equal the Branches Account in Head Office books. Now, 
suppose money is received on deposit, Cash is debited and Deposits 
tccojJNT (a liability) is credited. This plainly does not affect the 
•riginal difference between assets and liabilities (still represented 
iy Branches Account bdance). Further, should money be with- 
Irawn by the Head Office, say, for investment, cash in branches 
vould be reduced; while Branches Account, by being credited, 
vould be reduced by the same amount. It is thus seen how 
Stanches Account always represents the difference between branch 
issets and liabili.ies. It must be noted, however, that some adjust- 
nent of the assets and liabilities may be rendered necessary by 
he fact that there are Certain items in transit between the 
iranches. (See " Inter-Branch Transactions,” p. 367.) The net 
)alance of all the Head Office Accounts in the branches’ books also 
squalf the difference between the ■'branches’ assets and liabilities, 
mbject to the $ame adjustments as mentioned above. 

This, ot course, must be the case since, whenever Head Office 
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_ T, the brandies respond by crediting 

Iead Ofwc# Account ; and, whenever it credits Branches 
Account, the branches debit Head OfiIce Account. 


jtainnf-a Sheet and Ero’flt and Loss Account. , 

These* strictly speaking, belong to Head Office bbok-keeping, 
but, as it would be reversing the order of things to treat of them 
aere,»they are dealt with in a separate chapter a! the end. 



CHAPTER XXXI 

BOOKS RECORDING ASSETS 

Gash And .Cash Articles. 

In country branches and small city offices, there is usually onljj 
one cashier or teller, who both receives and pays cash. He keeps 
a rough Cash Book in which he records every transaction of the 
office. The form of this book varies considerably, but the 
specimen below will give an idea of the principle on which it is worked. 

TELLER’S CASH BOOK 
Dr. 


Cr. 



* « u 

he' debit side shows the cash and cash articles received, and the 
pening balance of cash on hand; while the credit side shows 
326 , 
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the cash paid away and'the disposal* of cash articles already 
appearing en *the debit side. For example, " Debits received ” 
.will partly .consist of cheques drawn by* customers of the branch 
itself, and these cheques vjill also be entered under head of 
“ House Drafts f aid." Under the head of " Lodgmeats" or 
“ Deports Received ”* will also appear items alreadjl detailed on 
the credit side of the Cash Book as “ Credits Received.” 

Tht volume of business in large country branches attd in the 
principal branch Necessitates the employment of separate tellers 
for receiving and paying. 

Gash Office at Principal Branch. 

A customer lodging to his current account at a bank fills up 
a " paying-in ” slip and hands it to the teller, who, hiving checked* 
the money, initials the slip and enters particulars as follows in the 
Receiving Teller’s Rough Cash Book. 


RECEIVING TELLER'S ROUGH CASH BOOK. 



i 




• 






Customer. 

Amount. 

Notes. 

Coin. 


Cheques, etc. 


i 

5. 

d. 


t 

s. 

d. 

L 

s. 

d. 

John Smith . . . 

368 

6 

8 

100 

50 

0 

0 

218 

8 « 

8 

L Markham . . . 

600 

0 

0 

240 

30 

0 

0 

330 

0* 

0 

J. Malcomson. . 

216 

• 4 

3 

16 

10 

4 

0 

190 

0 

3 

T. Curnow . . . 

118 

3 

2 

10 

5 

0 

0 

103 

3 

2 


1,302 

14 

1 

366 

95 

4 

0 

84} 

10 

l 1 






11 . 


— 


The cheques, etc., are then passed to a chyle, who analyses then 
in the deceiving Teller’s Cash Articles Analysis Book. 


RECEIVING TELLER'S CASH .ARTICLES' ANALYSIS BOOK. 


v «r 

• 

Total. 

(a) 

House 

Debits. 

(3) 

• 

Cheques 
to be 
cleared 
locally. 

• a> 

Branches. 

(5) • 

• 

Corre¬ 

spondents, 

etc. 

<6> 

al 

Order*. 

(7) 

' * 

John Smith . 
L Markham 

1, lfalcomson 
T. Curnow . 

IS 

| 

1 

i 

26 

180 

8 

5. 

4 

9 

4 

7 

i. 

3 

* 

8 

.6 

L 

280 

,8 

• 

i. 

3 

4 

a 

• 

ii 

8 

3 

4 

'l 

56 

i' 

_ 

S. 

1 

12 

d. 

2 

3 

_ . 

1 

j 




« 

d 



1 

Ea 

E 

! 

E2J 

1 

6 

□ 

13 

E 

1 

E 

E! 

D 

S3 

4 




=3 



MM 

mm 

—j 

—— 

— 

mm 

j—■ 

a— 

■UMB 

— 



, **— 05*0 
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In some banks, the tefler analyses His own cash articles, and 
then his rough Cash Book contains the necessarf oalUmns for 
effecting the analysis. ' 

Disposal of the Various Dockets taken in by a 
Receiving Teller. 

The dockets received by the Teller require sorting and analysing 
and the usual fliethod of procedure is described below. 

1. The " Paving-in Slips are sorted alphabetically and 
entered in the Credits Analysis Book, a specimen ruling for which 
is shown on the next page. The total of this book must, of course, 
agree with the total of the teller’s lodgments. 

, 2. The Hchjse Debits are also sorted alphabetically and entered 
in the Debits Analysis Book, which is similar in ruling, etc., 
to the Credits Book. Its total agrees with the total of the teller’s 
“ House Debits ” column. 

A separate analysis book (or part of an analysis book) is kept 
for each teller, and at foe end of the day the totals are carried 
into a Summary Credits Analysis Book and a Summary Debits 
Analysis Book. The grand totals of these books should agree 
witlj the “ Total Transactions for Day,” as shown by the Chief 
Cashier’s Rough Cash Book and the Main Cash Book. 

(For a further object served by tfiese Analysis Books, see 
" Current Accounts,” page 350.) 

3» The' Cheques to be Cleared Locally go to the Clearing 
Department, and, -finally, to the Clearing House. (See pp. 
97-118.) f ' a 

4. Cheques Payable at or through Branches are detailed 
in a Debits Remitted to Branches Book, and passed to the 
Correspondence Department, or Branch Bank’s Office, for dispatch 
„to the branches. , (The total amount is debited to Head Office 
Account.) 11 

, 5. Cheques Remitted to Correspondents, Etc.— In the case 
of a provincial bank, tlie.se may be cheques drawn on clearing 
bankers in tondon, or on country banks for which a clearing bank 
acts as agent. If so, they are sorted under the headings “ Town," 



CREDITS ANALYSIS 











to the bank's dealing 
agent in London. Cheques drawn on an Irish or ScStck bank are 
sent to the bank's agent in‘Ireland or Scotland for credit in account. 
Details are entered in a Debits Remitted to Correspondents 
Register. Whenever cheques are sent to a correspondent, an 
entry is passed debiting his account with their value. * ' 

In cases where cheques cannot otherwise be collected, they are 1 ’ 
sent to the bank on which they are drawn for favour of a draft 
on London. , 

6. Postal Orders are either collected through the local post 
office or paid for by drafts on the Postmaster-General’s Account. 

The totals of columns 4 , 5, 6, 7 in each teller’s Cash Articles 
Analysis Book are agreed with the totals of the several books 
which contain the corresponding detailed records. 

The Cash Books used by Paying Tellers differ somewhat in 
ruling from those used by the Receiving Tellers. 
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" Metropolitan," and " Colin try," and sent 


PAYING TELLER'S ROUGH CASH BOOK. 


Houtx Debits, 


Cheques to be 
Cleared Locally. 


Branches. 


Correspondents. 


Name. 

Amounf. - 

Name. 

Amount. 

Name. 

Amount. 

1 

i Name. 

Amount. 


t 


d. 


£ ; 

a. 

i. 


£ 

f. 

d. 


f 

1. 

d. 

Fas. Anderson 



6! 

Thos. 












John Fraser. 

M 

3 

SI 

Goodwin 

54 

3 

0 

F. Gardiner 

14 

3 

4 

W. Kilroy . 

118 

6 

3 

A. Langan . 

38 

0 

0 













F. Oswald . 

54 

1 

6j! 













KaBarton . 

a 

3 

8 














« 


J 














146 

(2 

4 ' 

1 

. 1 v 

54 

3 

0 


*4 

3 

4 


s 

£ 

3 


A Paying Teller’s House Debits are-analysed in the sanie way 
as a Receiving Teller’s, while t(\e cheques to be cleared locally, 
and for branches and correspondents, are treated as indicated above. 


" Special ” or *' House ” Teller. 

' *In every large office there is a ” special 1 ’. ( ,or " house "• teller, 
vrtiose duty it is to deal witji all debit and credit vouchers origin¬ 
ating in the hank ,’tself, and with many other transactiqps which 
do not involve ^the receiving or paying of actual money. 
Through his hands pass— . . . 

(a) The documents' created when bills are discounted for a 
customer (crediting the customer’s current account, and debiting 
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V * . 

BILLS uiscounted Account, with the value of the bills ; and 
debiting hlS current account, an3 crediting Discount Account, 

; with th$ discount payable). • 

(6) Bills discounted duj, and Collection Bills,due, with the 
respective credits for Bills Discounted Account aad Bills 
held sor Collection Account. • 

• (c) The slips debiting Sundry Persons for Bills Received 

for Collection Account, and crediting the* various parties 
who have lodged the bills for collectiqp (*.«., when the bills have 
. matured). 

(if) Documents crediting various customers’ personal accounts 
for cheques, dividend warrants, etc., received through the post ;* 
or with the proceeds of coupons collected. 

•(e) Documents debiting and crediting branches and corrd 
spondents for credits and debits received from them. 

Clearing or Exchange Teller. 

. Through his hands pass all the choques, etc., to be cleared 
locally either through the Clearing House or by " runners.” 
He charges himself with the cheques as he receives them from the 
other tellers, and also with the “ In-clearing,” and debits— 

(1) "Clearing" (or Exchange Room) with the '‘Out- 

clearing ”; • 

(2) Runners Account with the value handed to them ; and 

(3) House debits, branches and correspondents .with thfir 
respective totals. 

As the " runners " return, they lodge thejr charges to the credit 
of Runners Account. 

• • 

The Daily Balance (or Sublunary Cash Book). 

Each teller is provided with a Balance Book, in which he 
enters each evening, on the debit side, the clsh be had on hand , 
in th» morning, and*(if, he be a receiving teller) the total of the* 
lodgments he has received dufing the (Jay; and on the credit side*- 

(a) The total housd debits he has paid, oj received, is lodg¬ 
ments, or through the clearing; , 

(b) Cheques ejeared locally, (t^e " dut-clearing ”J 
(e) Cheques on branches and correspf"''*"'** • 

(<fl PoStal orders: and 
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(e)'Balance of cash oh hand, and Cheques, etc., received too 
late for collection. 

Should one teller handover to another during the .day, notes ’ 
or coin value, say, £1,000, he woul$ enter the amount on the 
credit side of his Balance Book, against the name of the teller 
to whom he handed the money. The teller'receiving th: amount 
would enter it on the debit side of his Balance Book, opposite* 
tha name«of thd teller from whom he received it. <. 

The Chief Cashier's Balance Book contains'on the debit side 
the total cash in his safe the previous night, and the total received 
into it during the day; and, on the credit side, the cash handed 
' out to each teller during the day. 

Each teller is also provided with a book in which he details the 
notes, coin, etc., which make up his daily " cash " balance. 

From the Balance Books, the Chief Cashier, or his clerk, makes 
up the Chief Cashier’s Rough Cash Book, which is in the 
following form— 


Dr. 


CHIEF CASHIERS ROUGH CASH nOOK. 


Cr. 


To Receiving Tellers— 

Mr. - 

v Mr. - . . 

Mr. - 

„ Clearing Teller 

for cheques, etc., pre- 
c sen ted against Bank in 
Clearing {louse 
„ R6nners 

for Drafts, etc., for col¬ 
lection as per ymirOf . 


Total Transactions for day 
Balance at close of previous 
c day. 


By House Debits per 

Receiving Tellers— 

Mr. - 

Mr. - 

Mr. - 

„ House Debits cashed 
by Paying Tellers— 

Mr. - 

Mr. - 

„ House Debits received 
through the Clearing 
House 

„ 1 Clearing Teller 

1 for " out" cleaning 

„ Runners 

for Drafts, etc., for Collec¬ 
tion as per contra . 

„ Cheques sent by post 
* to Branches 
„ Cheques‘c^pt by post 
* to Correspondents 

Total transactions for day*] 
Balance at close of the 
# 'day... 
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When malting out thi^ book, all " cross ” entries between the 
:ashiers aje ignored. The total of the tellers’ “ Cash ” balances 
s agreed with the balance at the close ot the day, as disclosed by the 
Chief Cashier's Rough Cash Book. 

Deposit Receipts, Issued and Paid. 

(See “ Deposits,” page 355, for the manner in which these are 
deaty with in the Cash Office.) 

Drafts on Demand. 

These form a popular mode of remitting money, especially with 
those who do not keep a banking account. The banker’s profit^ 
from the issue of drafts is derived from the commission he 
charges, and the use he makes of the money while the drafts are 
outstanding. 

It is usual for one teller to deal witli all transactions connected 
with the issue and payment of drafts. The entries in his Rough 
Cash Book for drafts issued are similar to those made for current 
account lodgments, except that the commission has also to be 
recorded. At the close of the day, the total of the drafts is 
credited to Bills Payable Account, if they are drawn on the 
branch itself; but if they are drawn on other branches,^or on 
correspondents, the several branches or correspondents are credited 
with their respective totals. The total daily commission is credited 
to Commission Account. . 

Drafts paid are recorded on the credit side of the Teller's Cash 
Book and debited in total at the end of th» day to^ Bills Payable 
Account. 

Circular Nojes. 

The entries made by the teller follow the same lines as for drafts 

issued in the branch itself. (See page 361.)# 

• » 

Settlement of .Bocal Exchanges. 

Local exchanges of. cheques, notes, etc., in smalt towns ure 
settled by means of Exchange Vouchers, or Bankers’ Payments, 1 
as they are sometimes callod. The ddbtor bank gives to each 
bank to which it owes a'balahc?, a drarft in the farm, shewn'at 
top of next page. 
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_ >_ _ t 

To THK X Bank 

Receive of the Y Bank „ 
per_Branch. 

The amount of annexed draft, 
being*' balance of Exchange, 

1 Mar., 19'.. 


, i ‘ For Y Bank, 

- Agent. 

* The branch issuing the draft advises its Head Office (or, more 
correctly, the Principal Branch), at the same time crediting Head 
Office Account. The principal branch debits the branch and 
credits Bills Payable. The receiving bank sends the draft to 
its Head Office as a debit, and the transaction is finally settled 
through the city Clearing in the way outlined on pages 86-108; 
or in the manner described below, should the Head Offices be 
situated in a city, where there is no branch of the Bank of 
England. 

In those cities where the Bank of England has not a branch, 
it is Usual for one bank to act as clearing agent for all the other 
local banks. Instead of each bank settlihg individually with the 
others every day by means of cash or drafts on London, settle- 
< mints are made only twice a week in accordance with the following 
system: The amounts presented by and against each bank' are 
arranged in tabular foijm, which, on the assumption that there 
are five banks, members of the clearing, via,, A, B, C, I), and 
. E, will appear as under— , 


V 

A ‘ 

b : 

c 

D 

E 


A. B. C. 

• 

D. 

E. 

Totals. 

^ ' 4,MO 8.$>0 

3,(too 

2,&0 

ifooo 

15,000 >. 2,000 

4,000 

9,000 

30,000 

40,000 10,000 

■ 2,000 

8,000 

60,000 

25,000 5.000 10,000 


5,000 

45,000 

4,000 , 2,000 1,000 

*' I r 

1,000 


8,000 

84,000 J 21,000' 21,00(5 

10,000 

24,000 

160,000 

. 1 
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* I 

Bank "A” has presented against the other banks the dmounts 
shown hoyzontally (£17,000), and the other banks have presented 

• against it the amounts shown vertically (£84,000), leaving, on the 

* day, a balance owing by A of £67,000; B, C, an<J D are owed 
£9,000, £39,000, and £35,00$ respectively; while I? owe^ £16,000. 
The statg of the balances at the close of each day is arranged in 
•Journal form— 



An account for each bank is kept in an Exchange Ledger. 
Interest, at deposit rate, is charged on dibit balances, and allowed 
on credit balances; and settlement is made by drafts on London, 
which include interest up to the day they are due to be cashed there. 

Loans to Customers. • 

These must be distinguished from overdrafts, which are usually 
made for indefinite periods, and very often on mere personal 
security. " Loans ” are, as a rule, made for fixed ppriodSj afld 
on the security of stocks and shares transferred into the names of 
the bank’s nominees; but, of course, jfiey*cai» be made on 
security of any nature. The bank gains a certain advantage by 
lending in this'way, as it gefs interest on 'the full amount of the 
loan outstaying, although the customer may at the same time 
have money lying to the credit of his current account. . 

When a loan is granted, it js gptered in a Loan .Register. 

• • • _ f 

#• LO^N register. 

Date. | Name. i Amount? !j Rale. I Date repayable, j Amoyit repaid. ( Date. 
__ !_ 1 _,_ 
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The mstomer’s loan account in the Lo,an Ledger is debited and 
his current account (if he has one) credited. 

Foiw OP LOAN LEDGER. 


Rale . {Customer's Name.) 


Date. 

• 

Eirticulars. 

• 

E 

cbi 

. 

: c 

redit. 

c 

| Ba 

laflee. 

■ ""ir " ' 'i 

Davs . 1 Product. ! 

' ’ J 

In 

tere 

St. 


c 

t 










|! 

|l ! 

: j, j 



* 


Interest on loans is calculated in a similar way to interest on 
overdrafts, and is paid either by cheque or direct debit to current 
account. Interest on Loans Account is credited. 


Loans to Bill Brokers and Stock Brokers. 

(Cush at call and short notice.) 

It is necessary for every bank to have a certain proportion of, 
its liabilities represented either by cash or by assets capable of 
being easily turned into cash. Of this nature are loans to bill- 
brokers, which are practically " at call ”; and loans to stock¬ 
brokers, which arc usually made for a fortnight—from one Stock 
Exchange settlement to another. (See pages 140-142.) 

The loans are entered in Loan Registers ruled as follows, a 
separate register being maintained for each class of loan. 


* Date. 

, 

^ I^ame. v 

4 ‘ 

Am 

nmt 


Rate, ji Date paid off. 


C 

4 

4 

* 

ll 

li 

1 

j; 


.The broker is credited ifjie has amwccount it the bank. If not, 
he is paid by cheque or draft. Loans to. Bill Brokers Account 
or Loans to Stock Brokers Account is debited, as'the case 
may be. From the registers, the'loans are posted into ledgers 
to the debit of the boNowers’' accounts. The'interest is paid at 
agreed dates and credited to Interest on Loans Account. 
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Loans RejSaid. 

Whefl %lcftn is repaid, it is mafked of? in the register and the 
| amount lodged to the credit of Lo^ns .Account. 

Bills Discounted. 

Bills,offered ft>r discount are recorded in a Register of Bills 
.Presented for Discount, and submitted to the manager or 
diregtors for approval. If approved, they are .examined as to 
stamping, endorsement, etc.; numbered consecutively; and 
entered in the BiLls Discounted Register, ruled as shown on the 
next page. 

Slips are then made out crediting each customer’s current account, 
with the full value of the bills discounted for him, and debiting 
him. with the discount thereon. Each day, the register is cast, 
and dockets are prepared debiting the total of the bills to Bills 
Discounted Account (which appears in the General Ledger) 
and crediting the total discount to Discount Account (which is 
_ kept in the Profit and Loss Ledger). All debit and credit slips 
are lodged with the house teller in the cash office. 

When the bills have been entered in the Register of Bills Dis¬ 
counted, they are diaried under their various " due ” dates. The 
Diaries are usually of such a simple form that there is no cxyasion 
to give the ruling. Columns are provided for the numbers of the 
bills, their amounts, and ” remarks.” The date appears at the 
top of the page, and each diary may contain from one to four months. 
The bills discounted fall into three classes, viz.-— * • 

1. Bills payable at (or collectable through) Jlic bank s own 

branches. # ’ 

2. Bills payable at towns wh«re these are only branches of 

other baaJcs. • * 

3. Bills payable locally. 

The bills payable through the bank's branches are entefed in a 
Bills Remitted B»ok, and* irflmediagely forwarded by post^ tea 
the branches, their'place being taken slips debiting each branch 
and containing sufficient details to fdentify the bills. t 
Those* payable through lather banks are entered in the Bills 
Remitted Book and dispatched for cdlfectiorf a few days before 
maturity, debit slips also taking their place. * • 

The bills payable locally are retained till.they iecoipe due. 



BILLS DISCOUNTED REGISTER. 
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Having been diaried, the bills and debit slips are sorted into 
cases in* oijle» ol the due dates—add placed in the bill safe. 

; Bill Ledger.— For the purpose of showing at any time the 
total of the'bills discounted for each customer, it i^ necessary to 
keep a Bills Received fos Discount Ledger. , 

tim. s RECEIVED FOR DISCOUNT LEDGER, ok " Discount Ykdg&r." 

• Dr. Cr. 


Date. 

No. 

Acceptor. 

| Amomit. 

To** 1 - SS? 




f 




Amount. 


* I Balance 
Total. 1 1 under 
1 Discount. 

il 



The borrower is debited when the bills are discounted, and 
credited as they fall due. The postings are made either from the 
. bills themselves, or from the Bills Discounted and Bills Due 
Registers. At the end of each month, the balances of the ledger 
are extracted, and the total is agreed with the balance appearing 
to the debit of Bills Discounted Account in the General Ledger. 

Acceptance Ledger— Another ledger is usually maintained, 
in which accounts are kept under the name of each acceptor. 
Its ruling is similar to that of the Borrowers’ Ledger. 

(N.B. The bill ledgers form no part of the real book-keeping 
systgm of a bank. They are useful merely as books of reference.) 
Each day, the bills falling due on that dafe and payable locall/, 
and the debit slips representing bills which have been remitted 
for collection, are taken out*of thi bill s&fe and entered in the 
Bills Due Itegistfer. * 


BILLS DUE REGISTER. 
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The tot'al is agreed with the total of thd diary for the day. A slip 
is then prepared crediting Bills Discounted, and Vhir, with the . 
bills and debits, is lodged*with the house teller. * 

The bills payable locally are presented at the residences of the 
acceptors, through the clearing, or to*the payjng bankers per¬ 
sonally, should they not belong to the clearing. The brandhes are 
debited for the bills already sent to them, while “ other " banks ar£ 
either debited iif the bank’s books or charged through the clearing. 

Should a bill be dishonoured, it is returned to'the customer and 
his current account debited, or else it is charged to Outstanding 
Bills Account (in General Ledger) till such time as it is paid. 
•Care must, of course, be taken to notify all parties to the bill of 
its dishonour. 

• Retired Bills. —Bills are sometimes taken up before they are 
due or " Retired under Rebate.” The banker allows a refund 
(called " rebate ”) of portion of the discount he has received, 
varying in amount with the period the bill has to run (see p. 71). 
The bill is entered in the-Bnxs Due Register under date of pay¬ 
ment and in a Bills Retired Book, and the customer either pays 
cash or has lus current account debited with the amount of the 
bill and credited with the rebate. Discount Account is debited 
with‘the latter. 

Rebate on Bills Discounted.— Some explanation is necessary 
as to the use of the last column in the Register of Bills Dis¬ 
counted. f At the close of each balancing period, the bank will 
have on hands a large number of bills maturing at a variety of 
dates in the (following period: The discount which has been 
received on these has not all been earned, at the date 'of the 
balance sheet, and, therefore, some adjustment is necessary. 
The discount on each bill is calculated (usually air the original 
rate) ffom the balancing date to the date of maturity, entered 
in the last column of the register, and summed. The total is 
'■ debited to Discount Account and credited to Rebate on Bills 
Discounted Account (appearing as a liability on the balance 
sheet^ On the opening day of the new period, the latter account 
is debited and Discount Account credited. 

Bills Received for Collection. 

Bills are sometimes received from a customer, not for discount 



BOOKS RECORDING ASSETS 


$1 

but for collection; and ft is a commdn practice t„ ..... oank's 
. own bfanthdl and correspondents to send for collection, bills 
‘which thej^have discounted. • 

, Bills, when received for flection, are numbered.consecutively 

and recorded in,the Collection Bills Register. 

. • 

• COLLECTION BILLS REGISTER. 


•.- 

Date 
re* 1 
ccivcd. 

No. 

Drawer. 

Acceptor, 

• 

ft. 

From whom 
received. 

Where 

Payable. 

t 

Pile 

due. 

Atn«#int. 

Daily 

Total, 







; 







The daily total is debited to Bills Held for Collection 
Account and credited to Sundry Persons for Bills Received 
for Collection Account. 

After entry in the register, the bills Ire diaried in Collection 
Bill Diaries (ruled similarly to those used for discounted bills). 

Some of the bills will be payable at the bank itself, some at other 
banks in the same place or at their branches, and some at the 
bank's own branches. The latter are entered in the Bills Remitted 
Book and dispatched at once to the branches, and representative 
dockets (debits) take their place. The bills and representative 
dockets are then sorted into cases and locked up in the bil^sa/e. 

• 

Collection Bills Ledger. 

Fcft the purpose of showing the amount of bills held for collec¬ 
tion from each customer or*bank'(those'received from branches, 
can be alHiept* under one account) at any time, a special ledger 
is kept, in form similar to that used for Bills Discounted The 
accounts are debited with the tjills as received apd credited with 
thenf as they fall The*postings aie made from the ReceiveiJ 
and Due Registers. PeriSdically Visually monthly) the balarifces 
are extjacted, totted, and agreed with the balance, as shown to, 
the debit of Bills Held for Collection^ccount in the General 
Ledger. . - . . • 

Collection'Bills Due.— Bills payabll at distant places’where 
the bank "has no branches, must be taken cut of the safe a few 
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days before maturity, and either forwarded direct for collection 
or else sent through the local offices of other banks,. Dockets 
debiting the banks are held in place of such bills. 

Each day the bills payable locally, .and the debit slips for bills 
already ^;nt for collection, are taken out -and entered in a Collec¬ 
tion Bills Due Register. A slip is then prepared crediting the 
total to Bills Held for Collection Account, and this, with the* 
bill* and debits, % lodged with the house teller. The bills payable 
locally are collected either personally or through the clearing. 
The bank’s branches are debited for the bills already forwarded to- 
them ; while other banks are either charged in the bank's books 
^r pay, through the clearing, for the bills sent a few days previously 
to their distant offices. • 

• So far, the parties lodging the bills have not been credited for 
them. They are credited the day after the bills mature, and 
Sundry Persons for Bills Received for Collection Account 
is debited. This, however, does not apply to the bank’s own 
branches. They are notucredited till the debit dockets, which . 
were substituted for the bills when originally remitted for collection, 
arrive, when the responding entry is made crediting the branches 
(or, rather, Head Office which clears for them), Sundry Persons 
for Bills Received for Collection Account being debited. 
Stamps on Cheque Books. 

Cheque books are sent to the Custom House to be stamped. 
The cost of stamping is debited to Stamps on Cheques Account 
The customer, on receiving a book, either pays cash for it or pdsses 
a debit on hi#' current account, Stamps on Cheques Account 
being credited. , 

Stamps on Deposit Receipts and „„ 

Drafts on Demand. 

The cost of stamp on deposits receipts is, in the first instance, 
debited to Deposit Rece/^t Stamps. Account. When the. Cash 
Office obtains a supply, ttys account is credited, and Expenses 
Account or Contingencies Account debited. 

The cost of stamps on drafts is debited to Stamps on Drafts 
Account ; and, as a rule, Commission Account is debited weekly 
with the* stimps on the drafts which have been issued, and 
Stamps on Drafts Account credited. 
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Securities.* 

The secSritfes deposited with a bank may be divided into two 
classes, via.^ * 

(1) Securities pledged as#covet for loans, overdrafts, and other 

advances; and ' * 

(2) *9tcurities deposited for safe keeping. 

The customer pledging securities to the bank fills up and signs 
a - doCket giving full particulars of the securities. He also signs 
and hands to the tank a Memorandum,of Deposit recording the 
various conditions of the loan and giving the bank power to sell 
should the loan be not repaid upon the agreed date. (See page 149.) 
Bearer bonds pass by mere delivery, and the banker taking them 
in good faith and without notice of any defect of title on the part 
of the holder possesses a good title. To obtain a legal title to 
registered stocks and shares, however, it is necessary that they 
should be transferred into the names of the bank’s nominees. 
The Securities lodged are compared with the particulars entered 
•on the lodgment docket, and placed i« a safe under the joint 
control of two officers of the bank. 

Entries are then made in the Securities Inwards Journal 
in the following manner— 


Customer’s Name. 


Particulars of Security. J Folio, i Nominal Value. 


Jan. 15 James Smith 
Feb. x6 Thomas Johnston 


368 ’ Buenos Ayres Western Rail- ■ 
i way Ordinary Stock . 

382 ■ ditto ditto 
382 , Great Southern & Western 
j Rly. (Ire.) Guaranty*! Stock 


1,000 0! o 

300 a 0 0 


These "items are posted in yie Pledged^ Securities Ledger, 
which is divided into two pajts. In the first part, all the 
customers Raging a particular security appear under the head 
of Jhat security; while, in the second part all the securities 

deposited by each customer appear under his name. 

• * * • 

PLEDGED SECUiyUES LEDGER—(1*1 Put). 

BUKKOS A YUS* W ESTER* RaILWaI OftOWAftY STOCK. 

Jam* Smith. * • * 
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Date. 


Feb. 16 

July 24 


Thorny j Johnston. 


| Peposited. 

jj Withdraw!. 

Balance. 


1 * I *• 

d. i 1 £ \ s. d. 

^£ 

». 

1 d. ' 

! 300 0 

0 e 

300 

0 

0 


ipo 0 0 

200 

0 

0 



Great Southern and Western Railwav (Irk.) Guaranteed Stock. 


Thomas Johnston. 


Date. 

, Deposited. 

| r 

Withdrawn* 

• --«»-- 

Balance. 

IQ.. 

£ 

S. ' d. '] 

£ rirrari 

£ j ”»• 

Aug. 4 

40,000 

0 | 0 

i 

40,000 j 0 j 0 


2nd Part. 

, Jakes Smith. 

Buenos Ayres Western Railway Ordinary Stock. 


Date. 

Deposited. 

I 

j 

Withdrawn. 

Balance. 

IQ.. 


£ 

1. 

d. | 

1 

s. 

d. 

£ 

t. 

Jan.15 


1,000 

0 

0 




1,000 

... 

0 


•t 


Thomas Johnston. 

Buenos Ayres Western Railway Ordinary Stock. 


i; Deposited. 


Withdrawn. j 

Balance. 


I £ i «■ 

d. 

£ 

s. I 

d. 

£ *- 

d. 

300 0 

0 




300 0 

0 

1 


*100 

0 

0 

200 0 

0 


Great Southern and Western Railway {Ire.) Guaranteed Slock. 


c 

« 







Date. 


Deposited. 


W ithdr 

awn. 

Balance. 

IQ.. 

C f 

c 

s. 

d. 

c 

4. | d. 

'' C .TV 

Aug. 4 


(' 40,000 

0 

0 , 



40,000 1 0 



t., 


C 


1 

f 


This system of keeping securities enables the banfctto see at a 
glance how much of any particular security it holds as cover for 
advances, and JaciKtates the allocation of dividends to the various 
r customers wfio have trajisferred st'cck or scares into the. names 
qf the bank’s nominees. *. 

Securities, Outwards Journal. —When securities are with¬ 
drawn, they are entered in a Securities Outwards Journal, and 
the entries originally matle are reversed. 

Securities, Deposited for Safe Custodv.-t-A lodgment 
docket, detailing the securities, is filled up as in the case of 
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pledged securities. This* is checked with the securities, and a 
receipt ftmfaining similar details is given to the customer. 
When securities afe withdrawn, the receipt is surrendered. 

The book-keeping in connection with securities‘deposited for 
safe custody can be > carried out on the same lines (as Explained 
abovef fflr securities pledged to the bank ; but as the bank requires 
no information as to the actual amount of these it holds, and 
theft are no dividends to be allocated (that is, no single dividend 
warrant to be divided amongst sevesal different parties), some 
simpler method is usually adopted. 



CHAPTER XXXII 


BOOKS RECORDING LIABILITIES 

Proprietors' Capital. 

Th£ capital of the bank will consist of either sto^K or snares, ana, 
if the latter, it is commortly the case that only' a portion of the 
amount subscribed has been " paid up." For example, the capital 
pay be 300,000 shares of £50 each (£15,000,000), and the amount 
paid up, £10 per share-^£3,000,000. Sometimes part or all of the 
upcalled capital forms what is known as a “ Reserved Liability,” 
that is, a liability which can only be called up in event of the 
liquidation of the bank. (See page 204.) 

The amount of capital held by each proprietor or shareholder 
is entered to his credit in the Share Ledger. (See next page.) 

Transfer of Stock or* Shares.—W hen registered stock (or a 
number of shares) is transferred from one holder to another, a 
deed of transfer is signed by both parties, and this, together with 
the certificate originally issued to the proprietor, is lodged with 
the bank for the purpose of having the > transferee registered as 
♦he new holder. 

t The transfers are numbered and entered in a Transfer Register, 


TRANSFER REGISTER. 


No. of 
Transfer. 

(«> 

f 

Date 

Transfer 

Registered. 

(a) 

i 

i 

Transferor's 
Name, 
Address, and 
Occupation. 

(3) 

Traniferee ’4 
« Narril, 
Adless, and 
Occupation. 

( 4 ) 

Distinctive 
Numbers of 
Shares 
Transferred. 

t 

Amount. 

( 7 ) 

From 

( 5 ) 

To 

(6) 

' 

f 

* 

t 





• 


#* 

' 




*' 

c 

1 

# 








< 


1 





Jn the case of stock, columns ,5 ^Ad 6 would ,be dispensed with. 
If the' Bdafd sanctions the transfer, the old certificate is 
cancelled, t and k new, one issued to the buyer. 
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The tfansferor’s account in the Shape (or Stock) Ledger is 
debited, and the transferee’s acfcount credited. • , 

For a few weeks previous to the date on wh'ch the dividend is 
payable, the tyooks are " closed " (».«., no transfers dre allowed). 
This is njcessary to enable the bank to make out the dividend 
warrants. • 

Statutory Statements. 

• • 

Banks registered under the Companies Acts must once every 
year make out and lodge with the Registrar of Joint Stock Com-. 
panies a list of all persons who are members, and their holdings, 
and a statement of all transfer operations since the previous return. 

On the first Monday in February and the fust Tuesday in August 
im every year, they must also make a statement in the following 
form— 

The share capital of the Company is £ _divided intq 

shares of_each. 

The number of shares issued is _ 

Calls to the amount of £ -per share have been made, 

under which the sum of £ _has been received. 

The liabilities of the Company on the 1st day of January 

(or July) were £— -- 

Debts owing to sundry persons by the Company— 

On Judgment, £ _ 

On Speciality, £ _ 

‘On Notes or Bills, £ _ 

On Simple Contracts, £ - 

On Estimated Liabilities, £ _ 

The assets of the Company on that day were— 

Government Securities (staling them) - 

Bills of Exchange and Promissory Notes, £ _ 

Cash at t ( he Bankers, £ _ 

. Other Securities, _ ' • *, 

A copy of the statement npst be pht up m a conspicuous place 
, in the registered office of the company, and in every branch office 
or place where the business is carried on. 

Tfce Bank’ll Own Notes. r ‘ , . 

Comparatively few .English banks possess a note issue, and the 
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total amounf of notes circulated by surji banks as hatfe authority 
to issue Gugn is, if we except the Bank of England, almost 
negligibly amounting to only a few hundred thousand pounds in 
value. In Ireland and Scotland, however, almost every bank 
issues large amounts of notfcs, and the note circulation forms one 
of the.c^ief sotfrces ef revenue. * 

, The book-keeping, in conjunction with notes, is of a simple 
nattjfe, but yet it involves an immense amount #f labour. 

A few banks print their own notes, but most of thfcm get* the 
work done by firtns which specialise irf note engraving. The cost 
of printing or purchasing the notes is, of course, a charge against 
profits, as is also the composition in lieu of stamp duty, paid to 
the Government. 

When the Chief Cashier receives notes into his safe, Cash 
Account is debited and Note Circulation credited. The dates 
and numbers of the notes and their value are recorded in a register ; 
and, as each lot of notes is given out to the tellers, an entry of 
their dates, numbers, and value is made on the opposite page of 
the register. 

Now, it is evident that until the notes are actually paid out 
to the public, they do not constitute a liability of the bank. 
When, therefore, the Balance Sheet is being prepared, the bank’s 
own notes in hand are deducted from the balance shown to* credit 
of Note Circulation Account (see Cancelled Notes in Suspense 
Account below); and, since they do not really represent cash, ( 
they are also deducted from the "Cash in hand" on the,assets 
side of the Balance Sheet. (See " Detailed^alance Sheet,” p. 37^) 

NcprES Cancelled. —It is the practice pf tlfe Kink of England 
to cancel all notes immediately thjy are Returned, no matter how 
clean theyj, may.be; but other iianks cancel them only when they* 
become too soiled or worn for further use. 

•Method of Cancellation. The signature gf the chiei cashier 
(or rpanager) is cut put, arn^the notes arc branded ” Paid ” with 1 
a rubber stamp, ‘they ar<* then sent* to the Cancelled Notes 
Department, where they are sorted According to their cyphers and 
numberS. They are then entered in registers aifd, frSm the Registers,* 
are posted individually into lodgers. TM posting consists in mark¬ 
ing off,*against tlfe numbers of tfle notes, the dates on whic^i tltey 
are paid.* 
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Cancelled Notes in .Suspense Account.— When cancelled 
notes are received from the branches by the Cancelled’ Notes 
Department, this accpunt.is debited, and the;, branches credited 
(through Head Office Account). When the notes have been 
sorted and punched, and finally stored away in the note library, 
the Suspense Account is credited and Note Circulation, Account 
debited. At the date of the Balance Sheet, the balance of' 
Cancelled Notes in Suspense Account and the bank's .own 
note's in liand must be deducted from Notes in Circulation 
Account to arrive at the pfbper amount in the hands of the public. ■ 


furrent Accounts. 

The " paying-in slips ” and cheques, when dealt with (as 
explained) by the Cash Office, are passed to the ledger-keepers in 
the Accountant’s Department. Here the cheques are examined 
as to date, signature, endorsement, etc.; and, if there are sufficient 
funds to meet them, they are posted to the debit of the several 
customers’ accounts. The paying-in slips are examined as to date, 
cashier’s initials, etc., and posted to the customers’ credit. 

There are many different rulings of Current Account Ledgers, 
but the following is one very largely used— 


e 

Permission. 


( Name). t 

Date granted _ 


Rate . 


1 

Date. 

* Particulars. 

Debits. 

Credits. 

D,. 

or 

Balance. 

Days. 

Product. 

Interest. 

• 

- C * 

S 

f 

• 


... 


i 

j 

V 





_ 

i 




f Each day tho Vouchers, when posted by the ledger-keepers, are 
written up in detail in Subsidiary Cac.h Book's (sometimes called 
Lodgment and Payment Books), and the debit and credit totals 
of these'books are agreed with the relative totals in the Debit and 
Credit Summary Analysis Books.. The grand total of all the 
credit entries in the subsidiary cash'books is posted,in, the General 
Ledger to the Credit of Current Accounts (Personal) •, and the 
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grand total of all the debit entries to the debit of tile same 
account. # * • 

SUBSIDIARY C^SH BOOK or LODGMENT! AND PAYMENT BOOK. 


Lodgments. 



Payment*» 

* 

Names. Anfbunt. 



The paying-in slips and cheques are then sorted under the 
customers’ names into cabinets, where they remain till required 
by the Pass Book Department. (See page 352.) 

Overdrafts. —When a customer is allowed to overdraw his 
current account, the extent of the " permission,” the date on which 
.it is granted, and the rate of interest t%be charged are marked at 
the head of the account. 

(For the manner in which interest is calculated on an overdraft, 
see pages 121-124.) 

Interest is sometimes allowed on credit balances. The method 
of calculating it is similar to that employed where an account is 
overdrawn. 

The interest due on overdrawn accounts is debited at the close 
of tjie half-year to the customers, and credited to Interest on 
Overdrafts ; while the interest allowed* on ,cre(Jit balances iS 
credited to the customers, ;md debited to Interest Allowed on 
Credit Balances. • • • 

On refewiag to the specimerf of Branch Weekly Statement 
(p. 367), it will be observed that instead of showing the balance 
of * Current Accounts ” in the General Ledger* it ^iows separately 
the debit and credit balances of the gurrent accounts. This .is 
done for the purpose of exhiMting in Retail the assets and liabilities 
of the branch, and to en&ble the Head Office to t makp out a correct 
Balance Sheet. 


Balancing Ledgers. 

It would obviously be extremely difficult tq balance tfyi ledgers, 
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especially wnere tney are •numerous, if ^here were no figures with 
which to agree, except those* provided by the General Ledger. 
If an error occurred, them would be no means of tracing it to any 
particular ledger, and the amount of labour and time spent in 
locating it would be immense. To epable each ledger to be 
balanced independently, Debit and Credit 'Control IBooks are 
maintained. (For Debit Control Book, see next page.) . 

When an acceunt is overdrawn, the balance at the half-yparly 
closing date is added to the credit column of the Current Account 
Ledger, thus making it tfqual the debit column. The account is 
then ruled off, and the balance brought down in the debit column. 
JThe figures shown represent the sum of these balances. In a 
similar way, the sum of,the credit balances in each ledger is brought 
into the Credit Control Book. 

Both these control books are written up every day from the 
Subsidiary Cash Books, and totted whenever it is desired to 
balance the ledgers. The totals of their cross tots must always 
agree with the summations of the “ Current Accounts ” and 
" Banks ” in the General Ledger. 

To provide against fraudulent transfers being made from one 
account to another (a class of fraud which cannot be detected 
by working on balances alone), the debit and credit sides of the 
ledgers are occasionally totted and extracted by independent 
clerks and agreed with the Control Books. 

Pass Book Department. 

> In a large office it ie necessary to have a separate department 
to deal with tire Pass Books, as the number of entries which have 
to be recorded is immense, and a considerable amount of care has 
to be exercised to guard against 'errors. There appears to be no 
uniformity in the method of writing up these books. In some 
cases, they are copied from the ledger account, while in others 
the entries are made from^the original cheques and paying-iq slips. 
Ike former method is, of cqurse, the easier ; bilt it necessitates the 
using of the ledger when the ledger-keeper might otherwise be 
posting it, ani, besides, any error in the ledger will be'repeated 
in the Pass Book! The writing up of the Pass Books from the 
original vouchers is mueh to be preferred. When. d,one by clerks 
other than the ledger-keepers, it constitutes a check on the 
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accuracy of the posting* and, at the*same time, guards, to a 
very large extent, against ‘the fraudulent manipulation of 
accounts. • , 

As far as jwssible, the Pass Books should be so kept that the 
summations of the " sides ” would agree with' the summations of 
the ledger accounts; and, whenever a book is being given to 
a customer, its balance and summations should be compared with 
those of the 1 Alger. To carry out this principle, the balance 
must be shown “ short," and not added to the smaller side, ruled 
off, and brought down. * 

.The Bank's Agents and Correspondents. 

Current accounts, recording all transactions between the bank 
and its agents and correspondents, are maintained at the principal 
branch. All cheques sent to agents and correspondents for collec¬ 
tion by the principal branch are immediately debited to their 
accounts. When, however, any other branch remits cheques for 
collection to an agent (of correspondent), it details the number 
and amount on a slip, which it forwards to the principal branch 
as a debit on Head Office Account (including it with its other 
debits). The principal branch responds by crediting Head Office 
Account, and the amount of the slip is posted to the debit of the 
Agents’ Account. When the principal branch receives cheques 
from a correspondent, it credits his account. Other branches 
credit Head Office Account, forwarding slips to the principal 
brandh, wBere entries are made debiting Head Office AccquNT 
and crediting ^thq corespondents. (For the manner in which 
the principal branch deals with drafts on demand drawn on 
correspondents, and vice-verst Js see * Drafts on Demand.”) 

The other branches, on issuing 'a draft, fill up -a <*eiit slip and 
remit it to the principal branch with their other credits, and the 
principal branch credits the correspondent. When other branches 
pqy a draft isSued by a coij-esponcientr they forward it as a debit on 
Hgad Office Account, arqt the prindipal branch debits the corre¬ 
spondent. Subsidiary Cash Books are iflaintained in connection 
with Agents' and £orrespondents’ Ledgers, and are each evening 
agreed with the “'Banks * colupin in the Analysis Books. They 
provide the figures horn which control accounts *re written up, 
enabling pach ledger, to be balanced separately. 
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Deposit Accounts and Deposit Receipts. 

, When ffidgmg money on deposit in a bank, the customer fills 
•up and sigp? a “Deposit Requisition Form” or "wanted" 
slip— 

* I 

, {Place and Dale.) 

fiiumbcr.) * 

Deposit Rkgbipt Wanted in favour,of {Name and Designation 

of Depositor) 

Residence _ 

For the sum of (amount in words) ' 

• ^ Signature ol Applicant • 


Teller's Initials. 


He hands this with the money to the deposit teller, who, having 
checked the value and entered the amount on the debit side of 
his Rough Cash Book, initials the slip and passes it to a junior 
clerk for the purpose of having a receipt written therefrom, All 
Deposit Receipts are signed by the clerk who writes them, and 
countersigned by the manager or some other responsible official. 
The receipts are type-numbered consecutively, and, as each receipt 
is written, its number is put on the Requisition Fornf. 

When a Deposit Receipt is presented forpayment, the customer 
endorses it and hands it tq the teller. Reference is made by the 
teller or some other Clerk t* the ©f.posws Register or Ledger 
Account t* -iscertain if there Is any stop or claim marked 
against the receipt. If all is in order, the accrued interest is calcu¬ 
lated and checked, and the principal and interest ^aid ovef to the 
customer. The teller enters the amounts on the crdiit side of fcisi 
Rough Cash Book.' Should the custqiger desire to withdraw only 
portion of his deposit, Hfc fills up a Requisition for a new .receipt 
for the amount he wishes *to leave in the bank, and surrenders 
the old receipt dujy endqjsedt. 

Particulars, of all Deposit Receipts is«»<i mm oaia atfe entered 

in the DRfosrrs Register. 
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The date on which a receipt is paid is entered opposite the 
original entry of issue. At the close hi the day, dockets are created— 

(a) Crediting Deposits Account with the total issued; 

(b) Debiting Deposits Account with the tot^ ( paid ; and 

(c) Debiting Interest on Deposits Account with,the total 

interest paid. ' » 

•Having been so far dealt with in the Cash Office, the vouchers 
(both issued and paid) are sent to the Accountaht's Djpartnynt. 
Here tl\ey are sorted alphabetically and entered in the Deposits 
•Analysis Book, of which the ruling on the next page represents 
two opposite pages. 

[Note. In a small office where there are only one or two 
deposit ledgers, there would be no necessity for an analysis book.) 
Having passed through this book, the vouchers are posted in 
Deposit Ledgers, of which the following is a common form— 


i" 

No. of Deposit Receipt. 

Deposited. 

; 

Withdrawn. 

1 

ltatatir.?, | 

Interest 

(/>•)• 

• 

! ; 

i i 

(Cr.l | 

■ 

Paid. 

. 



! 1 
! 1 

1 | 

! 


» 


In a separate part of the Analysis Book the totals of its several 
columns are kept summed from day to day, and the difference * 
between the grand total of each credit column ant/ its •corre¬ 
sponding debit column must, at any time,/bow the balance of tire 
relative ledger. Periodically, the ledger balances are indi¬ 
vidually extracted, and the*total*of each ledger is agreed with 
the Analysis Book. The difference between the total of alt 
deposits issued and paid must, of course, agree with the balance 
of Deposits Account in the General Ledge* ^ 

Deposit Index Books.VA 'separate index is “kept for ejeh 
ledger where'the fiumbcr o< deposd jccounts is large. . 

Interest on Deposits accrued due, but not paid,at the > 
DATE of THE Balance Sh£et.— At the daje ot eaefi Balance Sheet, 
there will be due from thp bulk to thdl expositors, interest on the 
outstanding/deposits to date. 'This is bat provided fop by* calcu¬ 
lating from day to day, at the varying rates, thw interest on the 
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fluctuating balance of Deposits Account; anu, «« making allow¬ 
ance for deposits paid without interest, debiting the total each 
half-year*to Provision for Interest,on Deposits Account in 
the Profit and Loss Ledger, and crediting Interest on Deposits 
Account in the General Hedger. During the currency of the 
half-ygf^ interest on deposits will be debited to the latter account. 


ILLUSTRATION OF THE ABOVE METHOD OF 
CALCULATING INTEREST ON DEPOSITS. 


i 

i i| Total Amount of ]! jl 


Date. 

|! „ . i .Deposit Receipts jj Total, 

l Kate> i outstanding 

| Interest. 

. 

|; on each day. j 



i 



_ . 

d. if A 

o ! 

0 |: 

0 

0 i 

0 

0 

0 ji 

0 42,180,128 


d. 1 

"i 

5. 

i. 

Jan. 1 
.. 2 

•• S 

•:: s 

6 

,. 7 

„ 8 

2 

£ 

5,32(5,480 

5,300,268 

5,304,324 

5,309,306 

5,316,258 

5,118,305 

5,216,604 

5,288,583 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

2,311 

IT 

\£ 


10 

„ 9 

2 * 

5,328,506 

0 

« 

°l 





j 

jDeduct In 

t. on 
est 

_ 

De :l posits paid 

witl 

out 

* 

• 

a 

j 

! 

1 

1 

L 

i jj • 

- 1 


1 

t 

- • 

JL 

— 



fl-USjA 








360 


PRACTICAL BANKING 


Drafts os Demand. 


1. Drafts on Demand issued by Principal Branch,'on itseli 
—When a draft is issued by the principal branch on itseli 
particulars afp entered in a Drafts on Demand Issued Book— 


Date. 

~T 

No. 

F 4 f'our of. 

Date Paid. 

Amount. 

Daily Total. | Prem. 

By whom 

1 obtained. 

> 

| 

- 

I 


! 

. 

! 

|i 

■ 


,At the close of the day a docket is created, crediting Bills Payabl: 
Account with the total issued. 

. 2. Drafts on Demand issued by the Principal Branch oj 
other Branches or on Correspondents—P articulars of thes 
are entered in a book ruled as follows— 


Date. |, 

i N Branch or 

‘ ! Correspondent. 

| Favour of. 

Amount. 

Daily Total, j 

: 1 

By whom obtained 

i 

i 

i 

i 

« 

I 


i 

i 


i 

i 




The daily total drawn on each branch or correspondent is credit® 
to the branch or correspondent, and advice notes, giving ful 
particulars of the drafts issued, are sent forward. The brand 
responds by debiting Head Office, and at the same time it credit 
'Bills Payable Account. 

3. Advices received of Drafts on. Demand issued by ^thei 
Branches or by Correspondents'on the Principal Branch.- 
These come as credits from the branches, etc. Tho branches o 
correspondents are debited and Bills Payable Account credited 
Details' are entfred'in Advices Received of Drafts on Demani 
Issued Book. . ", 


Date lined. 

Wljere Iutjed. 

No. 

Favour of. 

Amount. 

Dtily Total. |[ DltcPMS. 

■ 

ii 

•t 


'I 

1 


! 

i 

' i. , 

_L_ 

j 

|I 

4 ■ ' 
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• • 

• > » 

4. Drafts issued by Principal Branch on itself, Paid.— 

fhese are .jntjred in a Drafts on Demand Paid Book. 


' Date Paid. 

Where Iiiued. 

No. 

Favour of. Amount 

li Duty ToUl 


, j 

J 

f 


!| . 


» 



i! 


il 



it the close of the day, the total is debited to Bills ’Payable 
iCCOUNT. ‘ s 

5. Drafts issued on the Principal Branch by other 
Branches or by Correspondents, Paid.— These are detailed in* 
a book similar to No. 4, and Bills Payabse Account is debited 
with the daily total. 

[Note. Other branches deal with drafts on exactly the same 
lines.] 

Circular Notes. 

9 • 

These are commonly issued to persons intending to travel 
With the notes, the customer is given a Letter of Indication, 
addressed to the banks’ agents and correspondents, authorising 
them to honour the notes when signed by the customer, ( The 
letter contains a specimen of the customer's signature. 

Particulars of the notes issued are entered in a Circular Note! 
Issued Register. The customer either pays cash or has hi] 
current account debited. Circular Notes Account is credited 
When the notes are paid, the correspondent is credited am 
Circular Notes Account debited. 

Acceptances on Behalf of ( Customers. 

These are bills which the bank has accepted for the convenienci 
of Customers doing a trade abroad. Foreign traders naturally 
prefer.a bank's acceptance tcjdhit 6f an individuil-or firm, am 
the Balance Sheets St all the large En^iyJi banks show an immen* 
amount of liabilities under this head. # 

It is udual for the customer to lodge adequate seefirity with thi 
bank, but sometimes his financial standirg*is regarded as sufficiem 
guarantee. \yh«n the advices are received, particulars of.the.bill: 
are recorded in the Acceptances Advised Wh«, ih, 
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bills ajw atcepted, they are marked off in this'book and entered 
in a Bills Accepted Register. « 


BILLS ACCEPTED REGISTER. „ 


Date. 

j; 

No.: T«1l* 

II 

For whose a/c. j Drawer. 

Add ess. 

Fayee. 

i! 

Date Due. , Amount. 

. 


• 

1 

c 


1 


t- 

• 




A suspense account, which may be called Securities for Bills 
Accepted, is debited, and Bills Accepted Account is credited. 
A commission is usually charged by the bank for accepting. The 
customer’s current account is debited therewith and Commission 
Account credited. In order to know at any time the amount 
accepted for a customer, the bills are posted in an Acceptances 
on Behalf of Customers Ledger, which is ruled similarly to a 
Bills Discounted Ledger. When the bank accepts, the customer’s 
account is debited and, when the bill is paid, it is credited while, 
at the same time, his culrent account is debited, and a further' 
entry is made debiting Bills Accepted and crediting Securities 
for Bills Accepted. 







CHAPTER XXXIII 


. ' MAIN CASH BOOK AND GENERAL LEDGER 

.Maim Cash Book. 

In the smaller briichcs the Main Cash ]?ook is posted partly from 
the registers direct and partly from slips, and agreed with the 
Teller’s Rough Cash Book ; but in a large office the entries are 
made from— 

(1) A book 1 which is written up from debit and credit slips t ; 
and 

(2) A return, made by the clerk keeping the Analysis Books, 
showing the total lodgments received and cheques paid on 
current accounts (personal), and the total debits and credits 

' on the accounts of other banks. * 

The Main Cash Book is a complete record of each day’s trans¬ 
actions, and the total must agree with the Chief Cashier s Rough 
Cash Book. (For form of Main Cash Book, see next page.) , 

General Ledger. 

Every branch keeps a General Ledger, which contains a suni- 
marised record of all transactions which have been postec^in detail in 
subsidiary ledgers (for example, Current Accqunts, Deposit Accountst 
etc.), «nd of all transactions which have b<*;n enterSd individually 
in registers of various-kinds Jfor example,, Bills Discounted, Bills 
Payable, Bill^ Accepted on behalf of Customers, etc.). . 

It is posted daily from the Main Cash Book, and contains separate 
aedbunts for all the stems there shown, and, in Addition, a '-Cash 
account, which is debited witfrthb tbtal.receipts and-credited with, 
the total payments "of each day, thus cgmpleting the double entsy. 
The balance of the Casi? Account at any time shows the amount 
of cash in hand. 

1 This book is rufed in colamfis for(I) Names of,Accounts; (E) 
Details; (3) Item? aflecting the General Ledgtt; H) Items aBeCtinjf Profit 
and Loss Aceounts; (5) Items afiecting Loans. Its totals fBr. and Cr.) are 
agijed with the Debit and Credit Analysis Books («ol. 8). * 
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FORM OR» MAIN CASH BOOK. {Principal Bruch.) 







































main cash book and general ledger 

i trnttM OP GENERAL LEDGER. • 


"l- 

q 

• * ' 

Particular*. i 

« i 

, 

Dr. | 

1 


a 4 

t 

» 

L 

• j 

i 


Particular*. 


i Dr. j 

Cf. li <* Balanoe. 
ti Cr. 


rn 


T>.r a «ce Book.— Once a week ttte balances 
General Ledger Bala and form a 




CHAPTER XXXIV 


INTER-BRANCH TRANSACTIONS AND BRANCH RETURNS 


To see clearlyihow the Head Office acts as clearing agent for the 
branches, we will suppose Branch A sends to the principal branch,* 
cheques value £860, a credit for £300, and cancelled notes for £200 ; 
and receives from the principal branch, cheques' value £§00 and 
a credit for £175. Further, that Branch A sends to Branch B' 
cheques value £730 and a credit for £50, and receives from Branch C 
cheques value £735. 

Branch A records these transactions in a Debits Received 
Book, Credits Received Book, Debits Remitted Book, and 
Credits Advised Book ; while the entry for the cancelled notes 
is made in the Cash Book direct. From these various records each 
day is written up the Daily Statement of Head Office Account. 
daily statement of head office account. 

Dr. Sundry Debits. Cr. jl Branch. : Dr. Sundry Credits. Cr. 



SUMMARY OF DAILY STATEMENT OF HEAD OFFICE ACCOUNT. 



Branch ® makes out a similar statement crediting Head Office 
*£730 and debiting it* £50. 
tfranch C debits kead btfice £73fj.‘ ... « 

Head Office* on receiving the statements, marks of! each item 
as it is responded to., The items not marked off are extracted, 
306 













INTER-BRANCH TRAftsXcUO^S AND BRANCH RETURNS $GJ 


and reprv«.« t uwu aim 'ucuic items in transit. Once a week 
the balaece* of the Head Office Account of each branch (as 
.shown in*the. Weekly Statement sent to'the Head Office) is entered 
in a book ruled as follows-* 


Branch e». 


Dr Cr. 




r 

ij 


i 


! 


Add to Cr. Balances Dr. Items in transit . 

„ to Dr. Balances Cr. Items in transit .... 
Balance of " Branches A/c " in Head Office Books 


• % 

The balance of Head OFfiCE Account in the principal branch is, 
of course, entered with the balances of the other branches. 

. Debit i#err* in transit are Aided to t the credit balances and 
credit items in transit to the debit balances. The resulting net 
bafance disclosed Wy this book should agree Svith. that shown on 
Branches Accousiffa the Private Ledger. 



Branch Weekly Statement. 

On some particular day in each wee k , .every, Drancli makes out 
(from its Generai. Ledser Uaiance Book), and fends to the 
principal bnfliefi, a statement of its liabilities amt Sssefs, and of 
certain items of profit and loss to date. 
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Weekly Statement No._. 


Wuk tntUi _i 


GENERAL LEDGER SUMMATIONS AND BALANCES. 

• « c 


Summations. 


Debit. I Credit. 



Account*. 


Ouh. 

Bill! Discounted. 

Outstanding Bills. 

Bills held for Collection .... 
Sundry Penons for Bills received for Collection 

Deposit Accounts. 

Current Accounts, vi*.— 

Credit Balances. 

Debit Balances. 

Bills Payable. 

Circular Notes. 

Loans . 

Stamp Account. 

Interest on Deposits. 

Rebate on Bills Discounted .... 

Head Office Account. 

Profit and Loss Accounts (as detailed below) . 


Totals 


' 

Balances, 
£ * 



I DM. 

Credit. 



' 

© 



- ■ 



— 


m 


DETAILS OF PROFIT AND LOSS ACCOUNTS. 


Accounts. 

Balances. 

1! 

i Debit. || Crtthl. 


Discount 

Premium 

Interest on Overdrafts 
Salaries 

Rent . . . . 

Stationery . 

Fuel and lighting 


IS 

Postage, eA:, 


Totals carried above , 


* 4 * 

The statement also contains particulars o£— 

[а) The Cashier’s charge^; » 

(б) ,Bills debited to Outstanding (or'overdue) Bills Account 
and payments received on account of Outstanding Bills; 

(e) Advices received 1 of Drafts on .Demand issued; 

(i) Drafts on Demand paid; and 

(e) Expenditure and Revenue for the week. 
























ftiTER-BRANCH TR*Ni5M?iqNS AND BRANCH RETURNS 'JOB 


Branches' Balances *Book. . 

The ijtlances as.shown by tte Weekly Statements are extracted 
into a book-ruled thus— ^ 


Branches. 


Bills 

Dis¬ 

counted. 


ASSETS. 


_ , I Current 
0u ,V Account: 
.landing Debit 
b ™*- i‘, Balances. 


Stang*. 


Head 

Office. 


Profit 
and Low 
(Expend!- 
lure). 


LIABILITIES. 


Excess of i 

•* Sundry Persons ] 
for Bills received ; Deposits, 
for Collection' [ 

uvei" Bills held 
tor Collection." 


Current 
Account: 

Credit 

Balances. 


Billr«% j 


Interest 


Payable. I Deposits. 


Profit and 

Hj«l , Lott 

Office. (Revenue). 


to balto -«■ to““J ££££,' 

SS^Stat 1 ‘Je» »hmi “» f “ y 

bv the principal branch. 








CHAPTER XXXV 


PROFIT AND LOSS ACCOUNT AND BALANCE SHEET 


Accounts recording Income and Expenditure. - 

In the smaller branches, accounts recording income and expenditure 
ate kept at the end of the General Ledger, into which they are 
posted from the Main Gash Book. (In this case, the Main Cash 
Book is so ruled as to provide for profit and loss accounts in a 
lower section, their totals—debit and credit—being brought into the 
upper section each day.) 

In branches where the number of accounts is large, they are 
kept in a separate Profit and Loss Ledger and a subsidiary 
Expenses Ledger. The postings are made from the original 
dockets or from a book in which they are detailed. The Main 
Cash Book shows only the total debited and credited each day 
to Profit and Loss Accounts. (See page 364.) 

A 


2. Ikterbst on Loans.- 
«3. Discount on Bill 5, - 


Revenue Accounts. /• Any interest accrued due 

I but not yet received, 

i i- Interest on Overdrafts.-^ p. 351.) 

/ n qq/j \ I and debited to *' Income 

[OCC p. 00O.) I accrued due, but not 

. r- \ v yet payable." 1 

-{See p. 337.) 

The total of the Discount column in> tin; Bills Discounted 
Register should agree with the total shown on the credit side of 
Discount Account in the Profit and Loss LedcSir * Rebate" 
{see p. 3J0) will appear on the debit side of this account. 

4. Interest pit Investments (ste jy 324).—The interest received 
should be shown gross, anft the Income Tax ‘thereon debited to 
Income Tax Account. At lllfe closing da^e, the interest accrued, 
but not yet payable* must be calculated and credited to Income 
from Investments, Account 1 and shown as an asset in the 
Bahuicf Sheet, . 

1 The principil ^branch credits Head Office, and Head Office debits 
branches an<f credits thisvtccount. 
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(To effect »this, an account called, sky, Income Accrued Due 
but hot yet Payable, Should b« opened in the General Ledger 
and debfteawith the amount.) 

5. Rents •Receivable. —Rents received are credited to Rents 

Account. Rent accrued dfie, but not yet received‘at the closing 

date, must he* credited to Rents Account and jikewile shown 

as an asset. (Debit Income Accrued Due but not yet 

Payable.) 

<• ' 

6. Commission.— The charge made for keeping current accounts 
(see pp. 109 and 110) is debited to the tustomer at the close of the 
half-year, and credited to Commission Account. 

Commission received on cheques and cash orders collected, an 
bills accepted on behalf of customers, anti on drafts on demand 
issued is also credited to Commission Account. 

7. Transfer Fees.— A fee of 2s. 6d. is commonly charged for 
registering a transfer of the bank’s stock or shares. Sums so 
received are credited to Transfer Fees Account. 

8. Profit on Investments realised should be credited to 
Reserve for Depreciation of Investments in the Private 
Ledger. 

Accounts recording Expenditure. 

1. Salaries of Staff.—A Salaries Book is kept, which shows 
full details of the salary payable to and drawn by each desk.. 

The monthly total is debited to Salaries Account. 

• 

2. Pensions to Staff.—T he principal tyanch pays the pensions, 
debiting Head Office Account therewith. hea8 Office credits 
Branches Account, and 'debits Pensions Account in the Private 
Ledger. «Tlj^ Pension Fund is built up out of profits, or i# 
:ontributed partly by profits and partly by the staff. 

\ Directors’ Pees are debited to an account ^f that "name. , 

4. 'Rents and IJitEs are debited to Rent Account and Rate# 
\ccount respectively. 

5. Composition for Stamp Duty on Notes and Post Bills.* 
—A composition of 3s. 6d. per cent, on the average weekly circula- 
ion of potes and "post bills is«pifyable Half-yearly tq tlje Gpvem- 
nent by .birtk’s in England and Ireland,' whilq the charge io 
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Scotland' is 4s. 2d. per cent. Composition for Stamp Duty 
Account is debited. . * « 

6 . Provision for Interest on Deposits.—(S ee p. 357.) 

7. Interest.allowed on Credit ^Balances.— (See " Current 

Accounts," p. 351.) < t 

8 . Stationery, Fuel, Lighting, Postage, and 'other Mis¬ 
cellaneous Charges can be analysed in a columnar Expenses 
Ledger and debfced in total to Profit and Loss. 

9. Income Tax is calculated on the average of three years' profits, 
and debited to Income Tax Account. When the accounts are 
made up every half-year, care must be taken not to charge the 
whole amount to one half-year. (See Charges Accrued Due but 
Unpaid, etc., below.) When the bank pays its dividend less tax, 
its expense under the head of Income Tax is reduced by The 
amount so deducted. No entry is usually made, however, in 
Income Tax Account, but the dividend is shown net as an 
appropriation of profit. 

10. Charges Accrued D*’e, but Unpaid at the Date of'the 
Balance Sheet.— The most important of these charges is Income 
Tax, which, although assessed in the first, is not paid till the 
second half-year. Half the tax must be debited to Income Jax 
Account and credited to Charges Accrued Due, but Unpaid 
(General Ledger). On 1st July, the latter-account must be debited 
and Income Tax Account credited. When the tax is paid, Income 
Tax Account is debited with the full amount, and then shows the 
correct amdhnt chargeable to the second half-year. 

“Interest on credit balances due to customers, if not credited to 
them at the periodical- balance, must be debited to InteJsist 
Allowed on Credit Balances' and credited to Charges Accrued 
Due but Unpaid. Rent and other charges due would be treated 
n a. similar way. 

11. Writing Down of Investments owing 'ro Depreciation. 
.-Should the Amount standing'to credit of tfeejReserve for Depre¬ 
dation not be sufficient to reduce the.!, to their market value at 
the date, of the Balance Sheet, a further Aum must be debited to 
Profit and Loss Account and credited to Reserve for Depre¬ 
ciation of Investments Account. .The Reserve will not 
tppeaf on' the Balance Sheet, but will be deducted frfim .the 
" Investmepts.”' 1 
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Transfer 61 Profits qr bosses rgoni ins tsrancnes 10 
Bead pfflce. 

Every* branch opens a Summary PAofit and Loss Account, 
into which it collects all it| revenue and expenditure accounts— 
thus closing them. Should this account show a profit, it i^ debited 
an4 HEif) Office credited. Head Office debits Branches Account 
•and credits the General Profit and Loss Account. Where a 
bransh makes a loss, all these entries are reversed. ( 

• 

Entries in the General Profit and Lobs Account 
made by Head Office at the close of the 
Half-year. 3 

1. General Reserve, or Rest.—Profit and Loss Account 
is debited and Reserve Account, or Rest, credited (Private 
Ledger). 

2. Premises Reserve.—D ebit Profit and Loss; credit 
Premises Reserve (Private Ledger). 

3. Provision for Bad and DouBifUi Debts— Debit Profit 
and Loss ; credit Provision for Bad and Doubtful Debts 
(Private Ledger). (Bad debts are written off by the branch 
crediting the customer and debiting Head Office. Head Office 
credits the branch, and debits Provision for Bad and Doubtful 
Debts Account.) 

4. Depreciation of Leases or Bank Premises.—D ebit Profit 

and Loss Account, and credit Lease Account or Bank Premises 
Account (Private Ledger). f 

5. Dividend.— Debit Profit and Loss Acpou,jT, and credit 

Branches Account with the net amount (>'.«., dividend, less tax). 
(Private Ledger.) * 1 t * 

. Princip&l branch debits HeAd Office Account, Mid credits 
Dividend Account in General Ledger. 

6. Balance carried forward tp riext account. 

Paymsnt of Dividend. ‘ 

The dividend warrants astpaid are debited toCivibEND Account. 
Should any warrants be outstanding aj'the d4te of the Balance 
Sheet, their ampunt .would apffear as a liability undtff the head of 
Unclaimed, dividends. 
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Profit .aifd Loss Acc6unts. 


Dr. 


DETAILED PROFIT AND LOSS ACCOU NT. 


Expenditure. 

To Salaries 
,, Directors’ Fees 
,, Kent . 

„ Kates 
„ Stationery 
„ Fuel 
„ Lighting 
„ Printing tOffice 

for Cost of Notes 
„ Postage 
,, CompositionStampDutyi 
„ Sundry Expenses 
• Income Tax . 

„ Interest allowed 
Credit Balances 
lP Provision for Interestl 
on Deposits 

„ Provision for Bad and| 
Doubtful Debts 
„ Net Profit for half-year 


To Dividend for half-year 
ended— 

at rate of — % £ 

Less Income Tax £ 

„ Reserve Fund 
„ Prtfnises Reserve 
,, Pensions Fund 
„ Reserve for Dcprecia 
tion of Investments . 

,Amount carried forwardl 
tf) next! account 


Revenue. 

By Interest on Invest-| 
r ments 

Inte»est on Short Loans 
Interest ton Loans to 
Customers 

Interest on Overdrafts 
Discount on Bills 
(i less Rebate) 
Commission ? 

Kents Receivable 
Transfer Fees 


By Net Profit brought down] 
„ Balance from last half- 
year .... 


Dr. FORM of PUBLISHED PROFIT AND LOSS ACCOUNT. 1 


To Dividend payable 1 Aug. 
19. . V 

„ Reserve Fund 
,, Premies Reserve 
„ Pensions Fund . * . 
„ Reserve for* Deprecia- 
* tion of Securities 
„ "Amount carried forward| 
to next account 


By Balance from last 
* account .• » f 
„ Net Profits for the half- 
year ending 30 June, 
19.., afteV providing 
%for In^Kst on De¬ 
posits, Pnfome Tax, 
‘Composition Stamp 
Duty, Rebate on Bills 
discounted, and mak¬ 
ing provision for Bad 
, and Doubtful Debts . 








JROFIT AND LOSS fWUNT AND BALANCE SHEET 




Form of Published Balance Sheet ^ 
GENERAL BALANCE SHEET. 30th June, uL 


Liability- 

-« 

C *30oV° shares 8f £W ; 
«ch £15.000.&00 

Amount paid urn £>0 
per share on 300,0W 
shares 

Reserve Fund . 

Notes in Circulation 
Current Accounts, 
Deposit Accounts, 
Drafts on Demand, 
and other accounts 
Acceptances on behait 
of Customers . • 

Dividend for the halt- 
vear, less Income Tax £ 
Balance of Profit and II 
” Loss carried forward «./ 

* i! 


'l 


Bv Cash on hand and 
Rank ol England 
Money at Call and 
short notice . 
Investments— 
Consols, and 
othes British 
Government! 
Securities . 
British Rail¬ 
way Dcbem 
tures and 
Preference 
Stocks, and 
a r i t i sh 
Corporation 
Stocks 
Colonial and 
Foreign , 

Government | 

Stocks and 
Bonds 
Sundry In¬ 
vestments 


Bills Discounted . 

Advances on Current 
Accounts, Loans on 
Security, ^ jtber 
accouhts . • * 

. Liabilities of cus 
tomers for accept^, 
anoes as per contra . 

Bank Premises at | 
Head 0%e and 
Branches . > .• 



37C 


PRACTICAL BAHKJNG 


• , 

The Balance Sheet. , , 

The Balance Sheet is compiled.from the Private»Leiger, the 
General Ledger at the Prihcipal Branch, and *he Balanfe Sheets, 
sent up by th^other branches. The items are first collected into a 


DETAILED «AiANCE_ SHEW. 


To Capital pAfc Up per Private Ledger. 

„ Reserve (or Rest) per Private Ledger. 

„ Notes in Circulation per General liedger . 

Deduct Cancelled Notes in suspense arid Bank's own Notes 
in hand. 


Current, Deposit, and Other Accounts— 

Current Accounts — 

Current Accounts (Personal) Cr. Balances at Principal I 

Branch per General Ledger. -\£ 

, Current Accounts (Personal) Cr. Balances at Branches i 
per Branch Balance Sheets . . . . . .'£ 

k 

Other Banks Cr. Balances at Principal Branch per General j 

Ledger.£ 

Deposit Accounts— 

Deposit Accounts at Principal Branch per General Ledger £ 
Deposit Accounts at Branches pc*'-.ranch Balance Sheets !£ 
Deposit Interest at Principal Branch per General Ledger \f 
Deposit Interest at Branches per Branch Balance Sheets . £ 

Drafts on Demand, Bills Payable, and Other Accounts— ; 
Bills Payable at Principal Branch per General Lodger .’If 

Bills Payable at Branches per Branch Balance Sheets . £ 


<J;rcular N Notes issued by Principal Branch per General 

Ledger. 

Circular Notes issued by Branches per Branch Balatice 
Sheets. 


1 Customers’ Bills matured and in course of Collection . 
Exchange Room Account per General Ledger 
Sundry Credit Balances, including Sundry Charges accrued 

9 due, but unpaid. 

Rebate on Bills per Bills Discounted Register 
Unclaimed Dividends per General Ledger . 

Inner Reserves-^ r 

Reserve lor Bad and Doubtful Debts per Private Ledger 
Sundry Reserve Accounts per Private ^Ledger 

Acceptances on Behalf of Customers as per contra 
Net Profit for the half-year, after providing'ior Bad and 


Doubtful Debts . 

Add Balance from last account 


Deduct Anwunt provided towards Depreciation of 
Inyestriefcts . . . 


' ' 

£ 


1 The excess of Sundry Arsons for Bills Received for Collection Account over Bills held for 
Collection Account. 
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• • • • 

Detailed Balance She|t (as here showfi), and, finally, sum- 
marisM^ndar a few commonly, recbgnised headings in the Balance 
t Sheet, which is issued to the shareholders and the general 
public. (Sei page 375.) f 

• 

Juki, 19-4 * • 


Cash at Head OrriCE, Branches, and Bank or England— 
Cask at Principal pranch per General Ledger ■ £ 

Cash at Branches fwr Branch Balance Sheets . - £ 


Deduct own Notes in hand.. 

Cash at Bank of England per General Ledger 

Notes of other Banks in transit. # • 

Exchange Room Account per General Ledger 
, Sundry Stamps Accounts. 

Cash at Call and Short Notice per General Ledger . 
Investments (per Investments Ledger)— 

Government Stocks . . . . • • • • • 1 

British Railway I>ebentures, English Corporation, and : 

other first-class Stocks. 

Indian and Colonial Stocks. 

•Sundry Investments.. • 


Bills Discounted— 

At Principal Branch per General Ledger . ... t 

At Branches per Branch Balance Sheets . ... i 

Overdue Bills at Principal Branch per General Ledger . i 
Overdue Bills at Branches per Branch Balance Sheets • ( 

Loans and Advances to Customers, and Other Accounts— < 
Current Account Debit Balalfces at Principal Branch per 
General Ledger * . . • •••:,* 

Current Account Debit Balances at Branches per Branch j 
Balance Sheets , . . • • • • • v* 

Other Banks’ Debit Balances at Principal Branch per • 
General Ledger.< 

Loans to Customers at Principal Branch per General Ledger j[i 
Loans to Customers at Branches per Branch Balance Shegts i 


Sundry Debits in transit . *.* • 

Income accrued due, butsnot yet p^aWe 4 • • # • 

Acceptances 4>n Behalf or Customer# as per conUf per 
General Ledger. 

* Bank Premises per Pvvate Ledger. 


jrff 

















UlArj'EK .XXXVI 

SOME OF THE PRINCIPAL BANKING INSTRUMENTS * 

.. TRACED THROUGH T*IE BOOKS 

Entries Snade^directly from the documents are stfbwn in Rowan 
type; indirect entries in italics. * 


Teller’s 
Balance Book 
' (in a total) 


Chief Cashier's 
i Rough Cash Book 
(in a total ) 


Paying-in Slip 

, * i.:: 

| Receiving 

-j Teller's 

! Rough Cash Book 


Credits 

Analysis Book 


Current Account 
^Ledger 


Main Cash Book 
(in a total) 


j General Ledger 
(in a total] 


! Subsidiary 
Cash Book 


Pass Book 


Deposit Received 



Deposits* Le^&er i. 


Deposit Paid passes through the same books. 
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Cheque on Bank* 
itself 

paid over counter 

, ' 


Telltr's 


I laying 


(tn ^totalj 

i 

• 

] Rough Cash Book 

i. z~ 


Cfuef Cashier's 
Rough Cash Book 
{injt total) • 


Debits 

Analysis Book 

' ' .-T— • 

^ Main Cash Book J 
(iA a total) 


Current General Ledger 

Account Ledger {in a total) # 


Subsidiary 
Cash Book 

Z i. 

Pass Book 


Cheque 
on Bank itself 
j received 
I in a lodgment 



♦ ' •• 

Subsidiary 
• Cash Book j 



Pass Book 
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^Sieques received 
myn the • j 
Clearing House 



• 


Clearing Tellies j 
Balance Book 


Clearing * 
Teller’s 

(in a total) v j 


Rough Cash Book 


(i) Cheque* on the Bank (a) 
itself go into Chief 
Cashier* Rough Cash 
Book (in total) on 
credit side, and into 
the ' 


Chief Cashier’s- Rough Cash Boak 
(in total) on credit side *nd are 
sent to correspondence department. 
A Debit (for the tota|) on Head 
Office Atfc, goes into the Debits 
Analysis Book, a subsidiary Head 
Office Ledger, Main Cash Book, 
and General Ledger. 


j * Chief Cashier’s 
! Rough Cash Booh 
(t» a total) 

In both these books the 
total of the cheques re¬ 
ceived is entered on the 
debit side, and passes 
through the Main Cash 
Book and General Ledger. 


Debits 1 

r Analysis Book 

Main Cash Book 

(in a total) 

_ L 

J _ 

Current Account 

General Ledger 

Ledger 

(in a total) 

1 

• 

Subsidiary 

Cash Book 



Pass Book 


i • 

Cheques «on Branches received in a lodgment are entered 
similarly to No. 2 above, except that, of course, they first pass 
through the Receiving )'eller’s Rough rash R™ir 
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Tdler's * w 
Balance Book 
(in a total) 


I Chief Cashier’s 
| Rough Cash Book 
i f (in a total) 


--h 

Country Cheques* 

! on ot^ier Banka 
received from # 
Customers 
in Lodgments. 

> Receiving Teller s I 

-—| Cash Articles | 

j j Analysis Book ! 

are sent to Correspond* 
etice Department, and 
debit dockets created 
which arc entered iijpthe 


Debits \ 


• 

j Main Cash Booh 

J Analysis Booh | 


(in a total) 

: i , 


" -. 1 

! Banks' or 

Correspondents' 
ledger 

1 

General Ledger 
(in a total) | 


Subsidiary 
Cash Book 


Cheques 
for local out- 
clearing received 
in a lodgment 


j Receiving 
. Teller’s 1 

i fash Articles • 
! An^ysis Book 


Clearing Teller’s 
*Balance Book J • 


Clfariag teller's 
Rfcugh Cash B#ok 

T .“ f?iZ 


I Chitf Cashier’s # clearing House 

j Rough Cash Book 


Debit for “Out CUirimi" 
ton to 


Debits 

* Analysis Bgok» 


J Main Cask Bool t 




_ , General'Ledger 










Bebit on " 3ills discounted Account 
or credit "Bills Discounted Accent" 
goes ttrough House Teller’s 
Rough Cash Beoic 




